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7KH)UDVHURI$OODQGHU(FRQRPLF&RPPHQWDU\ZDV ILUVWSXEOLVKHG LQ 7KHSDUWQHUVKLSEHWZHHQ3Z&DQGWKH
8QLYHUVLW\ RI 6WUDWKFO\GH %XVLQHVV 6FKRRO SURYLGHV WKH )UDVHU RI $OODQGHU ,QVWLWXWH ZLWK VXSSRUW WR SXEOLVK WKH
&RPPHQWDU\ DQG LV JUDWHIXOO\ DFNQRZOHGJHG  7KH )UDVHU RI $OODQGHU ,QVWLWXWH LV D UHVHDUFK XQLW ZLWKLQ WKH
'HSDUWPHQW RI (FRQRPLFV DW WKH 8QLYHUVLW\ RI 6WUDWKFO\GH LQ *ODVJRZ  7KH ,QVWLWXWH FDUULHV RXW UHVHDUFK RQ WKH
6FRWWLVK HFRQRP\ LQFOXGLQJ WKH DQDO\VLV RI VKRUWWHUP PRYHPHQWV LQ HFRQRPLF DFWLYLW\  ,WV UHVHDUFKHUV KDYH DQ
LQWHUQDWLRQDOUHSXWDWLRQLQPRGHOOLQJUHJLRQDOHFRQRPLHVUHJLRQDOGHYHORSPHQWDQGHQHUJ\HFRQRPLFV7KH,QVWLWXWH
DOVRXQGHUWDNHVRQHRIIUHVHDUFKSURMHFWVFRPPLVVLRQHGE\SULYDWHSXEOLFDQGWKLUGVHFWRUFOLHQWV,I\RXZRXOGOLNH
IXUWKHULQIRUPDWLRQRQWKH,QVWLWXWH¶VUHVHDUFKRUVHUYLFHVSOHDVHFRQWDFWWKH,QVWLWXWH$GPLQLVWUDWRURQ
RUHPDLOWKH,QVWLWXWHDWIUDVHU#VWUDWKDFXN

7KH)UDVHURI$OODQGHU,QVWLWXWHZDVHVWDEOLVKHGLQDVDUHVXOWRIDGRQDWLRQIURPWKH+XJK)UDVHU)RXQGDWLRQ
:HJUDWHIXOO\DFNQRZOHGJHWKHFRQWULEXWLRQRIWKH%XFKDQDQDQG(ZLQJ%HTXHVWWRZDUGVWKHSXEOLFDWLRQFRVWVRIWKH
&RPPHQWDU\

3Z&LQ6FRWODQGVXSSRUWV WKHSURGXFWLRQRI WKH)UDVHURI$OODQGHU(FRQRPLF&RPPHQWDU\DQGKDVQRFRQWURORI LWV
HGLWRULDOFRQWHQWLQFOXGLQJLQSDUWLFXODUWKHHFRQRPLFIRUHFDVWV3Z&LQ6FRWODQGSURGXFHVLWVRZQUHJXODUUHYLHZRI
8. DQG LQWHUQDWLRQDO HFRQRPLF SURVSHFWV WKH QH[W LVVXH RI ZKLFK LV SXEOLVKHG RQ WKHLU ZHEVLWH
KWWSZZZSZFFRXNHQJSXEOLFDWLRQVXNBHFRQRPLFBRXWORRNKWPO

7KH 0DQDJLQJ (GLWRU ZHOFRPHV FRQWULEXWLRQV WR WKH &RPPHQWDU\¶V Policy and Economic Perspectives VHFWLRQV
0DWHULDOVXEPLWWHGVKRXOGUHODWHSUHGRPLQDQWO\WRWKH6FRWWLVKHFRQRP\RUUHJLRQDOHFRQRPLHVDQGRUKDYHDZLGHU
6FRWWLVKRUJOREDOSXEOLFSROLF\LQWHUHVW&RQWULEXWLRQVVKRXOGEHZULWWHQLQDQLQWHOOLJLEOHVW\OHIRUDQRQWHFKQLFDODQG
LQIRUPHG UHDGHUVKLS &RQWULEXWLRQV VKRXOG EH VXEPLWWHG WR .HYLQ ' .DQH 0DQDJLQJ (GLWRU )UDVHU RI $OODQGHU
(FRQRPLF&RPPHQWDU\DWNNDQH#VWUDWKDFXN$UWLFOHVDFFHSWHGIRUSXEOLFDWLRQVKRXOGEHVXSSOLHGLQHOHFWURQLFIRUP
DQG FRQIRUP WR WKH JXLGHOLQHV DYDLODEOH IURP ,VREHO 6KHSSDUG DW IUDVHU#VWUDWKDFXN 2SLQLRQV H[SUHVVHG LQ WKH
3ROLF\ DQG (FRQRPLF 3HUVSHFWLYHV VHFWLRQV DUH WKRVH RI WKH DXWKRUV DQG QRW QHFHVVDULO\ WKRVH RI WKH )UDVHU RI
$OODQGHU ,QVWLWXWH7KHFRS\ULJKW IRUDOOPDWHULDOSXEOLVKHG LQ WKH(FRQRPLF&RPPHQWDU\ UHVWVZLWK WKH8QLYHUVLW\RI
6WUDWKFO\GHSHUPLVVLRQ WRTXRWH LV IUHHO\JLYHQSURYLGHG D IXOO FLWDWLRQ LVSURYLGHG ,I \RXZLVK WR UHFHLYHFRSLHVRI
SUHVV UHOHDVHVDQGEHNHSW LQIRUPHGRIRWKHUSXEOLFDWLRQV IURP WKH&RPPHQWDU\SOHDVHFOLFNRQ WKH IROORZLQJ OLQN
KWWSZZZVEVVWUDWKDFXNDSSVIUDVHUFRPPHQWDU\DQGFRPSOHWHWKHUHJLVWUDWLRQIRUP

Announcement: digitisation of historical issues of the Fraser Economic Commentary 
The Fraser of Allander Economic Commentary (formerly known as the Quarterly Economic Commentary) has been published 
digitally since 2001.  The Commentary, however, has an archive stretching back to 1975 and, unlike many journals today, 
much of this archive still remains in hardcopy only, thereby restricting its accessibility over the Internet. 
 
In 2015 the Commentary will celebrate its 40th year of publication.  To celebrate this milestone it is the intention of the Fraser 
of Allander Institute that all historic issues of the Commentary be digitised and made accessible via the Institute’s website and 
an associated digital repository.  These digitised articles will form an important part of the anniversary celebrations whilst 
simultaneously widening public access to a significant scholarly resource. 
 
Those who have contributed articles to the Commentary over the years may be notified directly about this digitisation activity 
over coming months; however, owing to difficulties sourcing contact details for historical authors, it may not be possible to 
contact everyone.  If you have not been contacted and are the author of an article(s) that you do not wish to be included in 
this digitisation activity, please contact openaccesspublications@strath.ac.uk with details of the article(s) in question.  To 
ensure that digitisation can be completed by the anniversary date we would request that all such articles are registered at the 
above noted email address by Friday 29th August 2014.  The Fraser of Allander Institute would also like to take this 
opportunity to apologise in advance to those authors whom we have been unable to notify and whose work is subsequently 
digitised. 
 
General queries concerning the planned digitisation work can also be directed to openaccesspublications@strath.ac.uk. 
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8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

0DUFK 
2XWORRNDQGDSSUDLVDO
%ULDQ$VKFURIW(FRQRPLFV(GLWRU)UDVHURI$OODQGHU,QVWLWXWH
 

Overview 
7KH6FRWWLVKDQG8.HFRQRPLHVDUHQRZUHFRYHULQJDWD UHDVRQDEOH UDWH IURPWKHJUHDWHVWHFRQRPLF
VKRFNVLQFHWKHV7KLV UHFRYHU\KDV WDNHQ ORQJHUWKDQ IURPWKHV'HSUHVVLRQRUDQ\RI WKH
WKUHH RWKHU UHFHVVLRQV H[SHULHQFHG VLQFH WKH V 7KH 8. &RDOLWLRQ *RYHUQPHQW¶V DXVWHULW\
SURJUDPPHVORZHGWKHUHFRYHU\FRQVLGHUDEO\XQWLOWKHSDFHRIILVFDOFRQVROLGDWLRQZDVSDXVHGLQ
DQG WKHQVORZHG WKHUHDIWHU5HFRYHU\SLFNHGXS LQDV WKHSDFHRIDXVWHULW\VORZHGDIWHU WKH8.
SRVWHG WKHVORZHVW UHFRYHU\ IURPWKHJOREDO UHFHVVLRQRIDQ\DGYDQFHGFRXQWU\ZLWK WKHH[FHSWLRQRI
,WDO\ DQG *UHHFH  7KH UHFRYHU\ KDV WDNHQ KROG DV FRQVXPHUV UDLVHG WKHLU VSHQGLQJ DQG LQYHVWPHQW
SLFNHGXS
7KH MREV PDUNHW DQG XQHPSOR\PHQW UHFRYHUHG PRUH VWURQJO\ WKDQ RXWSXW UHVXOWLQJ LQ IDOOLQJ ODERXU
SURGXFWLYLW\DQGKHQFHOLWWOHLPSURYHPHQWLQUHDOZDJHVDQGUHDOKRXVHKROGLQFRPHV7KHUHFRYHU\LQWKH
ODERXU PDUNHW KDV EHHQ ELDVHG LQ IDYRXU RI SDUWWLPH HPSOR\PHQW VHOIHPSOR\PHQW DQG WHPSRUDU\
HPSOR\PHQW)XOOWLPHHPSOR\PHQWVWLOO UHPDLQVPRUH WKDQ EHORZ LWV SUHUHFHVVLRQSHDNDQG WKH
WRWDOQXPEHUVRIKRXUVZRUNHG LVVWLOO ORZHU LQ6FRWODQGWKDQEHIRUHWKHUHFHVVLRQDOWKRXJKWKDWLVQRW
WKH FDVH LQ WKH 8. :LWK D JURZLQJ ZRUNLQJ DJH SRSXODWLRQ WKH JURZWK LQ MREV KDV QRW PDQDJHG WR
DEVRUEWKHLQFUHDVLQJODERXUVXSSO\DQGVR6FRWODQG¶VHPSOR\PHQWWRZRUNLQJSRSXODWLRQUDWLRLVPRUH
WKDQEHORZSUHUHFHVVLRQOHYHOVZKHUHDVLQWKH8.LWLVVOLJKWO\DERYHWKHSUHUHFHVVLRQSHDN7KH
LPSOLFDWLRQLVWKDWGHVSLWHEHWWHUKHDGOLQHXQHPSOR\PHQWILJXUHVLQ6FRWODQGWKHUHLVVWLOOPRUHµVODFN¶LQ
WKH6FRWWLVKODERXUPDUNHWWKDQLQWKH8.DQGVRGHVSLWHMREVJURZWKWKHUHLVOLWWOHXSZDUGSUHVVXUHRQ
ZDJHV
:HDVNZLOOWKHUHFRYHU\FRQWLQXH":HLGHQWLI\VHYHUDOSRVLWLYHDQGQHJDWLYHLQIOXHQFHVWKDWZLOOLPSDFW
RQ WKH SDFH RI WKH UHFRYHU\ :H H[DPLQH WKHP XQGHU IRXU KHDGLQJV JURZWK LQ PDUNHWV RLO SULFHV
LQIODWLRQDQGGHIODWLRQ8.ILVFDODQGPRQHWDU\SROLF\DQG*UHHFHDQGWKH(XUR]RQH
Growth in markets 
7KHNH\SRLQWVKHUHDUHWKDWGHVSLWHWKHVWHDG\JURZWKLQZRUOGWUDGHWKHODWHVW,0)DQG2(&'IRUHFDVWV
VXJJHVWDVORZLQJLQNH\FRXQWULHVDQG6FRWODQG¶VNH\H[SRUWPDUNHWV7KHFRPSRVLWLRQRI6FRWWLVKDQG
8. JURZWK DOVR FRQWLQXHV WR EH XQEDODQFHG ZLWK KRXVHKROG VSHQGLQJ GULYLQJ JURZWK DQG IL[HG
LQYHVWPHQW PDNLQJ D YDULDEOH FRQWULEXWLRQ 7KHUH LV OLWWOH HYLGHQFH RI WKH DWWDLQPHQW RI WKH 8.
*RYHUQPHQW¶VREMHFWLYHRID UHEDODQFLQJDZD\ IURPGRPHVWLFVSHQGLQJRQFRQVXPSWLRQ&RQVXPSWLRQ
RUKRXVHKROGVSHQGLQJFRQWLQXHVWREHWKHSULQFLSDOGULYHURI8.JURZWK$QGDVZHKDYHVWUHVVHGLQ
UHFHQW &RPPHQWDULHV KRXVHKROG VSHQGLQJ LV EHLQJ IXHOOHG E\ ULVLQJ GHEW ZKLFK LV DOPRVW FHUWDLQO\
XQVXVWDLQDEOH ,I WKH HFRQRP\ LV WR UHO\ RQ FRQWLQXHG JURZWK LQ KRXVHKROG VSHQGLQJ LW UHTXLUHV D
VXVWDLQHGULVH LQ WKHUHDOZDJHVDQGLQFRPHVRIKRXVHKROGV+RZHYHU WKLV LVXQOLNHO\ WRRFFXUXQOHVV
ODERXUSURGXFWLYLW\LPSURYHVZKLFKDVZHDUHDOOQRZZHOODZDUHKDVEHHQEDGO\KLWDVDFRQVHTXHQFH
RIWKH*UHDW5HFHVVLRQ
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

0DUFK 
Oil prices, inflation and deflation
,QIODWLRQ LV IDOOLQJ ULJKWDFURVV WKHJOREDOHFRQRP\7KHUH LVDFOHDUO\D ULVNRIGHIODWLRQ±DVXVWDLQHG
IDOOLQJ SULFH OHYHO OHDGLQJ WR H[SHFWDWLRQV RI IXUWKHU SULFH IDOOV SRVWSRQHG VSHQGLQJ DQG UHGXFHG
VSHQGLQJDVWKHUHDOYDOXHRIKRXVHKROGDQGFRUSRUDWHGHEWULVHV+RZHYHUZKLOHWKHULVNLVWKHUHIRUWKH
8.DQGWKH86DWWKLVVWDJHLWLVPRUHDSSDUHQWWKDQUHDO:HDUHQRWZLWQHVVLQJDJHQHUDOGHIODWLRQEXW
D IRFXVHG IDOO LQ RLO SULFHV DQG FRPPRGLW\ SULFHV HVSHFLDOO\ IRRG :KHQ HQHUJ\ DQG IRRG FRVWV DUH
VWULSSHGRXW FRUH LQIODWLRQ LVDURXQG LQ WKH86DQGFORVH WR LQ WKH8.+RZHYHU WKH ULVNRI
GHIODWLRQZRXOGDSSHDUWREHJUHDWHUDQGPRUHJHQHUDOLQWKH(XUR]RQHSURPSWLQJWKH(XURSHDQ&HQWUDO
%DQN(&%WREHJLQDSURJUDPPHRIH[SDQGLQJWKHPRQH\VWRFNTXDQWLWDWLYHHDVLQJRUµ4(¶
7KH IDOO LQRLOSULFHVKDVEHHQ ODUJHDURXQGDW WKHWLPHRIZULWLQJDQGWKHSRWHQWLDO IRUDVL]DEOH
ERRVW WRVSHQGLQJ LVVLJQLILFDQWZLWKVRPHUHVSHFWHGDQDO\VWVIRUHFDVWLQJDERRVW WR8.*'3 LQ
7KHLPSDFWRQ6FRWWLVK*'3VKRXOGEHVLPLODURQWKDWDFFRXQW+RZHYHU6FRWODQGLVDOVRDQRLO
SURGXFHUDQGDFWLYLW\ LQ WKHVHFWRU KDVDOUHDG\EHHQKLW E\ WKH VLJQLILFDQW IDOO LQ WKHSULFHRI RLO <HW
PXFKRIWKHDFWLYLW\LQWKLVVHFWRUWDNHVSODFHRIIVKRUHDQGLVDVVLJQHGVWDWLVWLFDOO\WRWKH8.&RQWLQHQWDO
6KHOI 8.&6 DQG QRW WR 6FRWODQG¶V HFRQRP\ 6FRWWLVK *'3 DV FXUUHQWO\ RIILFLDOO\ PHDVXUHG DQG
IRUHFDVWE\WKH)UDVHURI$OODQGHU,QVWLWXWHZLOORQO\EHDIIHFWHGRQWKHSURGXFWLRQVLGHIURPWKHRLOSULFH
IDOO WKURXJK LWV LPSDFW RQ RQVKRUH DFWLYLWLHV 2YHUDOO ZH FDQQRW GUDZ D GHILQLWLYH FRQFOXVLRQ RQ WKH
LPSDFWRQWKHZLGHU6FRWWLVKHFRQRP\RIWKHIDOO LQWKHRLOSULFHWKHUHDUHERWKEHQHILWVDQGFRVWVDQG
WKHFRVWVSDUWLFXODUO\DUHGLIILFXOW WR LVRODWHJLYHQWKHSUHVHQWVWDWHRIGDWDRQ OLQNVEHWZHHQWKH8.&6
DQGRQVKRUH:KDWZHFDQVD\ LV WKDW WKHJURZWKRI6FRWWLVKRQVKRUH*'3 LVXQOLNHO\ WREHVHULRXVO\
KDUPHG LQDQG LQ ,QGHHGJURZWKPLJKWDFWXDOO\EHQHILW LI WKH LQFRPHHIIHFWVRID ORZHURLO
SULFH RQ LQFUHDVHG KRXVHKROG VSHQGLQJ LQYHVWPHQW DQG QHW H[SRUWV DUH ODUJH 7KDW VDLG ZH ZRXOG
H[SHFWWKH&KDQFHOORULQKLVIRUWKFRPLQJ%XGJHWWRVHHNWRSURWHFWSURGXFWLRQDQGIXWXUHH[SORUDWLRQLQ
WKH8.&6IRUWKHSHULRGWKDWORZRLOSULFHVDUHVXVWDLQHGE\LQWURGXFLQJFKDQJHVWRWKHILVFDOUHJLPH
UK fiscal and monetary policy
7KH EDVH UDWH VHW E\ WKH %DQNRI (QJODQG¶V 0RQHWDU\ 3ROLF\ &RPPLWWHH 03& LV OLNHO\ WR UHPDLQ DW
IRUWKHUHPDLQGHURIWKLV\HDUDW OHDVWGHVSLWHWKHVWURQJJURZWKDQGIDOOLQJXQHPSOR\PHQW,WZLOO
QRWEHFKDQJHGEHFDXVHLQIODWLRQLVFORVHWR]HURDQGPD\WXUQQHJDWLYHKRZHYHUEULHIO\6RPRQHWDU\
SROLF\VKRXOGUHPDLQDFFRPPRGDWLQJWRJURZWKIRUWKHIRUHVHHDEOHIXWXUH7KHVDPHFDQQRWEHVDLGIRU
ILVFDOSROLF\LQWKH8.7KH,QVWLWXWHIRU)LVFDO6WXGLHVLQLWV,)6*UHHQ%XGJHWKLJKOLJKWVWKHVFDOH
RI WKH 8. JRYHUQPHQW¶V UHFHQW DQG SODQQHG ILVFDO FRQVROLGDWLRQ SURJUDPPH $ FRPSDULVRQ RI ,0)
IRUHFDVWVIRUVWUXFWXUDOERUURZLQJLQDGYDQFHGHFRQRPLHVVKRZVWKDWWKH8.KDVWKHODUJHVWSODQQHG
ILVFDOFRQVROLGDWLRQEHWZHHQDQGDQG WKHWK ODUJHVW RUWKVPDOOHVWSODQQHGVWUXFWXUDO
GHILFLWLQ$IXUWKHUELOOLRQRIILVFDOWLJKWHQLQJLVSODQQHG:HHVWLPDWHWKDWLIWKHHFRQRP\LVWR
JURZDWDURXQGSHUDQQXPWKHQ WKHXQGHUO\LQJJURZWK UDWH LQ WKHIDFHRIVXFKDQWLFLSDWHG ILVFDO
FRQVROLGDWLRQ±ZKLFKPLJKWFKDQJHDIWHUWKH8.*HQHUDO(OHFWLRQLQ0D\ZRXOGQHHGWREHDERXW
SHUDQQXPDELJFKDOOHQJHIRUWKHSULYDWHVHFWRU


8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

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Greece and the Eurozone
7KHQHZ*UHHN*RYHUQPHQW OHGE\WKH6\UL]DSDUW\FDPHWRSRZHUZLWKDPDQGDWHWRUHQHJRWLDWHWKH
WHUPV RI WKH  EDLORXW ZKLFK PRVW DQDO\VWV DJUHH LV LPSRVLQJ D VHYHUH EXUGHQ RQ WKH *UHHN
HFRQRP\DQGVRFLHW\7KHVFDOHRIWKHDXVWHULW\LPSRVHGRQ*UHHFHLVVHYHUHZLWKUHDOQRQGHEWLQWHUHVW
JRYHUQPHQWVSHQGLQJIDOOLQJE\PRUHWKDQEHWZHHQDQG*'3KDVIDOOHQE\VLQFH
DQGXQHPSOR\PHQW LV FXUUHQWO\ RYHU ZLWK \RXWK XQHPSOR\PHQW 1R RWKHU GHPRFUDWLF
FRXQWU\ KDV HQGXUHG DXVWHULW\ RI VXFK VL]H DQG SDFH ,I E\ -XQH  WKHUH LV QRW DJUHHPHQW RQ D
UHGXFWLRQ LQ WKH SDFH RI DXVWHULW\ WKHQ WKHUH LV D UHDO ULVN RI µ*UH[LW¶ WKDW LV D *UHHN H[LW IURP WKH
(XUR]RQH7KLVZRXOGKDYHVLJQLILFDQWHFRQRPLFDQGSROLWLFDOFRQVHTXHQFHVIRUWKH(XUR]RQHLWVHOIDQG
IRU WKHJOREDO HFRQRP\ LQFOXGLQJ WKH6FRWWLVKHFRQRP\:KHQ WKH WKUHDWRI*UH[LWZDV ODVW SRVHG LQ
WKH)UDVHURI$OODQGHU,QVWLWXWHXQGHUWRRNDPRGHOOLQJH[HUFLVHZKLFKHVWLPDWHGWKDWD*UHHNH[LW
ZRXOGORZHU6FRWWLVK*'3E\DQGUHGXFHHPSOR\PHQWE\DQGWKLVLVEHIRUHHVWLPDWLQJWKH
SRWHQWLDOO\JUHDWHU LPSDFWRIDZLGHUFRQWDJLRQRIEDQN UXQVDQGSRVVLEOH IXUWKHUZLWKGUDZDOVRIRWKHU
SHULSKHUDOFRXQWULHVIURPWKH(XUR]RQH
1RWZLWKVWDQGLQJWKHGHYHORSPHQWVDERYHZHDUHIRUHFDVWLQJJURZWKRILQLQDQG
 LQ  DQ XSZDUG UHYLVLRQ WR RXU 1RYHPEHU  IRUHFDVWV  7KHVH UHIOHFW RXU YLHZ RI D
VWUHQJWKHQLQJRIWKHUHFRYHU\:HKDYHDOVRUDLVHGRXUIRUHFDVWVIRUHPSOR\HHMREFUHDWLRQFRPSDUHGWR
RXU1RYHPEHUIRUHFDVWV2QWKHFHQWUDOIRUHFDVWZHDUHQRZIRUHFDVWLQJWKDWQHWMREVZLOO LQFUHDVHE\
 LQ LQDQG LQ2XUXQHPSOR\PHQW IRUHFDVWVKDYHEHHQ UHYLVHG
GRZQIXUWKHUDJDLQIURP1RYHPEHUUHIOHFWLQJKLJKHUHFRQRPLFDFWLYLW\2XUSURMHFWLRQIRUXQHPSOR\PHQW
RQWKH,/2PHDVXUHDWWKHHQGRILVIDOOLQJIXUWKHUWRE\WKHHQGRI

Recent GDP performance 
7KHODWHVW6FRWWLVK*'3GDWDIRUWKHWKLUGTXDUWHURIODVW\HDUTVKRZWKDW*'3URVHE\LQ
6FRWODQGLQWKHTXDUWHU7KLVUHSUHVHQWVDUHDVRQDEOHJURZWKSHUIRUPDQFHEXWDIXUWKHUZHDNHQLQJIURP
WKH  *'3 JURZWK UHFRUGHG  RQ UHYLVHG ILJXUHV  LQ WKH VHFRQG TXDUWHU DQG WKH  LQ WKH ILUVW
TXDUWHU+RZHYHU LW LVZRUWKQRWLQJWKDW LQT6FRWODQGSOD\HGKRVW WR WZRPDMRUVSRUWLQJHYHQWV
WKH*ODVJRZ&RPPRQZHDOWK*DPHVDQGWKH5\GHU&XS2WKHUVHUYLFHVDQGDFFRPPRGDWLRQ
	IRRGVHUYLFHVGLVSOD\HGVWURQJHUJURZWKLQWKHTXDUWHURIDQGUHVSHFWLYHO\ZKLFKLVDOLNHO\
UHIOHFWLRQRIWKHLPSDFWRIWKHVHWZRPDMRUVSRUWLQJHYHQWV6RZKLOHZHGRQRWKDYHDVSHFLILFILJXUHWR
DGMXVW IRU WKHVHHYHQWV LW LV OLNHO\ WKDW6FRWODQG¶VXQGHUO\LQJJURZWKZRXOGKDYHEHHQDOLWWOHZHDNHU LQ
WKHLUDEVHQFH
)LJXUH  FKDUWV 6FRWWLVK DQG 8. TXDUWHUO\ *'3 JURZWK WR T $V ZH QRWHG LQ WKH SUHYLRXV
&RPPHQWDU\9RO1RZHGRQRWKDYHVWULFWO\FRPSDUDEOH*'3JURZWKILJXUHVIRU6FRWODQGDQG
WKH8.IRUTDQGT7KLVLVEHFDXVHWKH216KDYHIURPWKHTLQWURGXFHGFKDQJHVWR
WKH 8. 1DWLRQDO $FFRXQWV WR FRPSO\ ZLWK WKH (XURSHDQ 6\VWHP RI $FFRXQWV  7KHNH\ FKDQJHV
UHOHYDQWWRWKHHVWLPDWLRQRIDJJUHJDWH*'3LQFOXGHWKHWUHDWPHQWRIVRPHDFWLYLWLHVVXFKDVUHVHDUFK
DQGGHYHORSPHQWDQGPLOLWDU\H[SHQGLWXUHDVRXWSXWVDORQJVLGH WKH LQFOXVLRQRISUHYLRXVO\XQFRXQWHG
RQHVVXFKDVLOOHJDODFWLYLWLHV,WIROORZVWKDWWKHWZRVHULHV*'3IRU6FRWODQGDQGWKH8.ZLOOQRWEH
VWULFWO\ FRPSDUDEOH IRU WKH 6FRWWLVK *'3 UHOHDVHV RI 2FWREHU  DQG -DQXDU\  EHFDXVH WKH
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

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6FRWWLVKVHULHVZLOOFRQWLQXHWREHHVWLPDWHGRQWKHROGEDVLVXQWLOWKHWUDQVLWLRQRIWKH6FRWWLVK1DWLRQDO
$FFRXQWVV\VWHPLVFRPSOHWH+RZHYHUWKH6FRWWLVK*RYHUQPHQW¶VDGYLFHWRXVHUVLVWKDWWKH4XDUWHUO\
*'3 VHULHV UHPDLQV D YDOLG PHDVXUH RI VKRUWWHUP JURZWK RI WKH 6FRWWLVK HFRQRP\ DQG LQ SDUWLFXODU
VKRUWWHUPFRPSDULVRQVRYHUWKHTXDUWHUDQGWKH\HDUEHWZHHQ6FRWODQGDQGWKH8.DUHVWLOOPHDQLQJIXO
GHVSLWHWKHVHPHWKRGRORJLFDOGLIIHUHQFHV,WLVQRWYDOLGIRUORQJHUWHUPFRPSDULVRQV,QWKHOLJKWRIWKLV
ZHKDYHDSSOLHGWKH8.DJJUHJDWHDQGVHFWRUJURZWKUDWHVFRPSXWHGXQGHUWKHQHZV\VWHPWRWKHEDVH
LQGLFHVIRUHDFKVHFWRULQTZKLFKLVHVWLPDWHGXQGHUWKHROGV\VWHP7KLVDOORZVXVWRFRQWLQXHWR
FRPSDUH 6FRWWLVK DQG 8. SHUIRUPDQFH WR T EXW WKH UHDGHU LV ZDUQHG WKDW WKH PHWKRG XVHG LV
FUXGHDQGPD\QRWDFFXUDWHO\UHSUHVHQWWKHDFWXDOFRPSDUDWLYHSDWKRIWKHWZRHFRQRPLHV

)LJXUH6FRWWLVKDQG8.4XDUWHUO\*'3*URZWKTT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and Fraser of Allander 
Institute (FAI) calculations 

8QGHUWKHQHZV\VWHP8.*'3URVHE\LQWKHWKLUGTXDUWHUDOLWWOHIDVWHUWKDQWKHHVWLPDWH
IRU6FRWODQGRQ WKHROGEDVLV2YHU WKH\HDU WR WKH IRXUWKTXDUWHU  IRXUTXDUWHUVRQ WKHSUHYLRXV IRXU
TXDUWHUV6FRWWLVK*'3JUHZDWDJURZWKUDWHWKDWLVDERYHWUHQG:HRQO\KDYH8.GDWDXQGHU
WKHQHZV\VWHPIRUJURZWKRI*'3DWFRQVWDQWPDUNHWSULFHVQRWWKHFRQVWDQWbasicSULFHVRIWKH6FRWWLVK
GDWDEXWIRUWKH8.WKLVVKRZVJURZWKRYHUWKH\HDURILGHQWLFDOWR6FRWODQG7KHVHGDWDSURYLGHD
IXUWKHULQGLFDWLRQWKDWWKHUHFRYHU\FRQWLQXHGVWURQJO\LQWRWKHWKLUGTXDUWHURIWKH\HDUEXWZLWKDKLQWRID
VOLJKW HDVLQJ LQ WKH PRPHQWXP RI JURZWK 7KH HIIHFW RI WKH ODWHVW GDWD RQ 6FRWODQG DQG WKH 8.¶V
UHFRYHU\IURPUHFHVVLRQLVVKRZQLQ)LJXUH

8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

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
)LJXUH*9$LQUHFHVVLRQDQGUHFRYHU\6FRWODQGDQG8.WRT5HODWLYHWRSUHUHFHVVLRQSHDN

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 

)LJXUH*9$H[RLO	JDVUHFHVVLRQDQGUHFRYHU\WRT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

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,QWKHWKLUGTXDUWHU*'3LQ6FRWODQGZDVDERYHWKHSUHUHFHVVLRQSHDNZKLOHWKH8.ZDV
DERYHLWVSUHUHFHVVLRQSHDNXVLQJWKHROGDFFRXQWVV\VWHPDVWKHEDVH,WLVOLNHO\WKDWZKHQWKHQHZ
DFFRXQWVV\VWHPLVLQWURGXFHGIRU6FRWODQGLQWKHUHOHDVHIRUWKHIRXUWKTXDUWHURIDQGFRPSDUHG
ZLWKWKH8.XQGHUWKHQHZV\VWHPERWK*'3LQ6FRWODQGDQGWKH8.ZLOOEHPXFKIXUWKHUDERYHWKHLU
SUHUHFHVVLRQSHDNV$VQRWHGLQSUHYLRXVCommentariesWKHUHLVKRZHYHUWKHFRPSOLFDWLQJIDFWRURIRLO
DQGJDVSURGXFWLRQZKLFKIRURIIVKRUHSURGXFWLRQLVLQFOXGHGLQWKH8.*'3GDWDEXWQRWLQWKH6FRWWLVK
GDWD5HPRYLQJRLODQGJDVSURGXFWLRQIURP8.*'3GDWDJLYHVXV)LJXUH
:KHQRLODQGJDVSURGXFWLRQLVUHPRYHGZHILQGWKDWERWK6FRWWLVKDQG8.*'3ZHUHDERXWDERYH
WKHLU SUHUHFHVVLRQ SHDNV 7KH ORQJ SHULRG RI ZHDN 8.&6 RLO DQG JDV SURGXFWLRQ KDV VORZHG WKH
UHFRYHU\ RI 8. *'3 IURP UHFHVVLRQ 8. *'3  H[ RLO 	 JDV  KDV KDG D VWURQJHU UHFRYHU\ IURP
UHFHVVLRQWKDQ6FRWWLVK*'36FRWWLVK*'3KDVUHFRYHUHGE\DURXQGVLQFHWKHWURXJKRIUHFHVVLRQ
ZKLOH8.*'3H[RLO	JDVUHFRYHUHGE\DURXQGIURPLWVWURXJKE\WKHSUHYLRXVTXDUWHUT
$JDLQ WKH UHDGHU LV UHPLQGHG WKDW WKHVH ILJXUHV PD\ FKDQJH ZKHQ WKH QHZ V\VWHP RI DFFRXQWV LV
LQWURGXFHGDQGDPRUHDFFXUDWHOLNHIRUOLNHFRPSDULVRQLVSRVVLEOHZLWKLQWKH8.
Sectoral Components of GVA growth 
7XUQLQJQRZWRLQGLYLGXDOVHFWRUVRIWKHHFRQRP\7KH6FRWWLVKVHUYLFHVHFWRUZKLFKDFFRXQWVIRU
RI*'3LQ6FRWODQGDQGLQWKH8.JUHZE\LQ6FRWODQGLQ WKHWKLUGTXDUWHU8QGHUWKHQHZ
V\VWHPRIDFFRXQWLQJ8.VHUYLFHVRXWSXWJUHZVRPHZKDWPRUHTXLFNO\DWVHH)LJXUH


)LJXUH6FRWWLVKDQG8.6HUYLFHV*9$*URZWKTWRT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 

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2YHU WKH \HDU WR WKH WKLUGTXDUWHU  WKDW LV IRXUTXDUWHUVRYHU WKHSUHYLRXV IRXUTXDUWHUV  WKH VHUYLFH
VHFWRULQ6FRWODQGJUHZE\FRPSDUHGWRLQWKH8.7KHVWDWHRIWKHUHFRYHU\LQ6FRWWLVKDQG
8.VHUYLFHVLVSUHVHQWHGLQ)LJXUH

)LJXUH6HUYLFHV*9$LQUHFHVVLRQDQGUHFRYHU\6FRWODQGDQG8.WRT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 
Services sector  
)LJXUHLQGLFDWHVWKDWE\WKHWKLUGTXDUWHURXWSXWLQ6FRWWLVKVHUYLFHVVWRRGDWDERYHLWVSUHYLRXV
SHDNZKLOHRXWSXW LQ8.VHUYLFHVZDVDERYH7KHGDWDVXJJHVW WKDWXS WR WKH WKLUGTXDUWHU WKH
UHFRYHU\LQ6FRWWLVKVHUYLFHVFRQWLQXHGWREHZHDNHUWKDQLQWKH8.ZLWKJURZWKRIMXVWRYHUVLQFH
WKHWURXJKRIWKHUHFHVVLRQFRPSDUHGWRMXVWXQGHUIRU8.VHUYLFHV7KHGDWDIRUWKHWKLUGTXDUWHU
UHYHDOVWKDWWKHUHFRYHU\LQ6FRWWLVKVHUYLFHVLVFRQWLQXLQJWRVWUHQJWKHQEXWWKHUHFRYHU\LVVWLOOVOLJKWO\
ZHDNHUWKDQIRU*'3LQWKHHFRQRP\DVDZKROH,QFRQWUDVWWKHVHUYLFHVHFWRUUHFRYHU\LQWKH8.VWLOO
FRQWLQXHVWRRXWVWULSWRVRPHGHJUHHWKHRYHUDOOUHFRYHU\LQ*'3EXWLVEURDGO\VLPLODUWR8.*'3DVD
ZKROHZKHQRLODQGJDVH[WUDFWLRQLVH[FOXGHG
Production / Manufacturing sector 
7KHSURGXFWLRQVHFWRULQ6FRWODQGFRQWLQXHVWRERRVW6FRWWLVKJURZWKJURZLQJE\QHDUO\RYHUWKH
UHFRYHU\ZKLOH WKHVHFWRUUHPDLQVDVLJQLILFDQWGUDJRQWKHUHFRYHU\ LQ WKH8.ZLWKJURZWKRIWR
T VLQFH WKH WURXJK RI WKH UHFHVVLRQ 1HYHUWKHOHVV 6FRWWLVK SURGXFWLRQ RXWSXW IHOO LQ WKH WKLUG
TXDUWHU E\  ZKLOH 8. SURGXFWLRQ RXWSXW JUHZ E\  2YHU WKH \HDU  IRXU TXDUWHUV RQ IRXU
TXDUWHUV±6FRWWLVKSURGXFWLRQ*9$URVHE\ZKLOH8.SURGXFWLRQRXWSXWURVHE\WRWKHWKLUG
TXDUWHU:LWKLQSURGXFWLRQ0LQLQJ	TXDUU\LQJ*9$JUHZE\LQWKHWKLUGTXDUWHUDQGURVHE\
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

0DUFK 
RYHU WKH \HDU 8. PLQLQJ 	 TXDUU\LQJ FKDQJHG E\  DQG  UHVSHFWLYHO\ (OHFWULFLW\ 	 JDV
VXSSO\*9$IHOOE\LQWKHWKLUGTXDUWHUDQGDOVRIHOOE\RYHU WKH\HDU8.HOHFWULFLW\	JDV
VXSSO\DQGUHVSHFWLYHO\,QWKHWKLUGTXDUWHU*9$LQ6FRWWLVKPDQXIDFWXULQJURVHE\
DQGE\RYHUWKH\HDU)LJXUHFKDUWVWKHTXDUWHUO\SHUFHQWDJHFKDQJHVLQ*9$LQ6FRWWLVKDQG8.
PDQXIDFWXULQJ

)LJXUH6FRWWLVKDQG8.0DQXIDFWXULQJ*9$*URZWKDWFRQVWDQWEDVLFSULFHVTWRT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 

%\WKHWKLUGTXDUWHU6FRWWLVKPDQXIDFWXULQJ*9$ZDVVWLOOEHORZLWVSUHUHFHVVLRQSHDNFRPSDUHG
WRIRUPDQXIDFWXULQJLQWKH8.8.PDQXIDFWXULQJKDVHQMR\HGDPRUHVXVWDLQHGUHFRYHU\VLQFH
WKHILUVWTXDUWHURIZKLOHWKHUHFHQWSHUIRUPDQFHRI6FRWWLVKPDQXIDFWXULQJKDVEHHQPRUHHUUDWLF
QR GRXEW LQ SDUW LQIOXHQFHG E\ WKH VKXWGRZQ DQG UHRSHQLQJ RI WKH *UDQJHPRXWK UHILQHU\ LQ WKH ILQDO
TXDUWHURIDQGWKHILUVWTXDUWHURI
:LWKLQPDQXIDFWXULQJIRXURIWKHVHYHQSULQFLSDOVHFWRUVH[SHULHQFHGJURZWKLQWKHWKLUGTXDUWHUPHWDOV
PHWDOSURGXFWV	PDFKLQHU\QHFZKLFKDFFRXQWVIRURIPDQXIDFWXULQJ*9$JUHZE\LQWKH
TXDUWHUDQGE\RYHU WKH\HDU IRRG	GULQN DFFRXQWLQJ IRURIPDQXIDFWXULQJ*9$JUHZE\
 LQ WKH TXDUWHU EXW FRQWUDFWHG E\  RYHU WKH \HDU RWKHU PDQXIDFWXULQJ LQGXVWULHV UHSDLU 	
LQVWDOODWLRQDFFRXQWLQJIRURIPDQXIDFWXULQJ*9$JUHZE\LQWKHTXDUWHUDQGE\RYHU
WKH\HDUDQGFRPSXWHUHOHFWULFDODQGRSWLFDOSURGXFWVHOHFWURQLFVDFFRXQWLQJIRURIPDQXIDFWXULQJ
*9$JUHZE\LQWKHTXDUWHUEXWFRQWUDFWHGE\RYHUWKH\HDU
)LJXUHVKRZVWKHLPSDFWRIWKHODWHVWGDWDRQWKHPDQXIDFWXULQJVHFWRU
VUHFRYHU\IURPUHFHVVLRQ
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

0DUFK 

)LJXUH0DQXIDFWXULQJ*9$LQUHFHVVLRQDQGUHFRYHU\6FRWODQGWRT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 

7KHWKUHHPDQXIDFWXULQJVXEVHFWRUVWKDWFRQWUDFWHGLQWKHTXDUWHUZHUHUHILQHGSHWUROHXPFKHPLFDO	
SKDUPDFHXWLFDO SURGXFWV DFFRXQWLQJ IRU  RIPDQXIDFWXULQJ *9$ ZKLFK FRQWUDFWHGE\  LQ WKH
TXDUWHU DQG E\  RYHU WKH \HDU WUDQVSRUW HTXLSPHQW DFFRXQWLQJ IRU  RI PDQXIDFWXULQJ *9$
ZKLFKFRQWUDFWHGE\LQWKHTXDUWHUEXWJUHZE\RYHUWKH\HDUDQGILQDOO\WH[WLOHVFORWKLQJ	
OHDWKHUSURGXFWVDFFRXQWLQJIRURQO\RIPDQXIDFWXULQJ*9$ZKLFKVXIIHUHGDVOLJKWORVVRIRXWSXWRI
LQWKHTXDUWHUEXWJUHZE\RYHUWKH\HDU
Construction sector  
6FRWWLVKFRQVWUXFWLRQ*9$SLFNHGXSFRQVLGHUDEO\LQWKHVHFRQGDQGWKLUGTXDUWHUVRIJURZLQJ±RQ
UHYLVHGILJXUHVE\LQWKHVHFRQGTXDUWHUDIWHUIDOOLQJE\LQWKHILUVWTXDUWHUDQGWKHQULVLQJ
IXUWKHUE\LQWKHWKLUGTXDUWHURI8.FRQVWUXFWLRQ*9$DOVRH[SHULHQFHGSRVLWLYHEXWZHDNHU
JURZWKZLWK*9$ULVLQJE\LQWKHVHFRQGTXDUWHUDQGE\LQWKHWKLUGTXDUWHU2YHUWKH\HDU±
IRXUTXDUWHUVRQIRXUTXDUWHUV6FRWWLVKFRQVWUXFWLRQJUHZE\DOPRVWLGHQWLFDOWRWKHJURZWK
LQ 8. FRQVWUXFWLRQ RXWSXW )LJXUH  GLVSOD\V WKH UHFHVVLRQ DQG UHFRYHU\ SHUIRUPDQFH RI ERWK WKH
6FRWWLVK DQG 8. FRQVWUXFWLRQ VHFWRUV 7XUQLQJ QRZ WR FRQVWUXFWLRQ WKH ODWHVW GDWD DUH SUHVHQWHG LQ
)LJXUH




8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

0DUFK 

)LJXUH6FRWWLVK	8.&RQVWUXFWLRQ*9$9ROXPH*URZWKTT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 

)LJXUH&RQVWUXFWLRQ5HFHVVLRQDQG5HFRYHU\WRT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

0DUFK 
)LJXUHKLJKOLJKWVWKHUHFHQWUHFRYHU\LQ6FRWWLVKFRQVWUXFWLRQDIWHUWKHGRZQWXUQIRUWZRTXDUWHUVLQ4
DQG4%\WKH46FRWWLVKFRQVWUXFWLRQKDGPRYHGWREHORZLWVSUHUHFHVVLRQ
SHDNFRPSDUHGWR8.FRQVWUXFWLRQZKLFKZDVEHORZLWVSUHUHFHVVLRQOHYHO
Components of private services sector growth 
:LWKLQVHUYLFHVWZRRIWKHWKUHHSULQFLSDOVXEVHFWRUVLQWKHSULYDWHVHFWRUGLVSOD\HGSRVLWLYHJURZWKLQ
WKH IRXUWKTXDUWHU%XVLQHVVDQG ILQDQFLDOVHUYLFHVJUHZE\ LQ WKHTXDUWHUDQGE\RYHU WKH
\HDU)LJXUHVKRZVWKHJURZWKRIWKHVHFWRULQ6FRWODQGDQG8.GXULQJWKHUHFHVVLRQDQGUHFRYHU\

)LJXUH%XVLQHVV	)LQDQFLDO6HUYLFHV5HFHVVLRQDQG5HFRYHU\WRT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 
%\WKHWKLUGTXDUWHURXWSXWRU*9$LQWKHVHFWRUKDGPRYHGWRDERYHLWVSUHUHFHVVLRQSHDNLQ
6FRWODQGFRPSDUHGWRLQWKH8.IXUWKHUXQGHUO\LQJWKHVWURQJHUUHFRYHU\RIWKLVVHFWRULQ6FRWODQG
FRPSDUHG WR WKH8.$VQRWHG LQSUHYLRXV&RPPHQWDULHV WKHDJJUHJDWH*9$GDWD IRUEXVLQHVVDQG
ILQDQFLDOVHUYLFHVLQ6FRWODQGKDYHUHFHQWO\PDVNHGVLJQLILFDQWGLIIHUHQFHVEHWZHHQWKHSHUIRUPDQFHRI
ILQDQFLDOVHUYLFHVRQWKHRQHKDQGDQGEXVLQHVVVHUYLFHVRQWKHRWKHU)LJXUHVKRZVZKDWKDVEHHQ
KDSSHQLQJWRILQDQFLDOVHUYLFHVVLQFHSHDNRXWSXWLQWKHVHFRQGTXDUWHURI
7KHFKDUWVKRZVWKDWWKHUHFRYHU\LQWKHVHFWRUDSSHDUVWREHFRQWLQXLQJEXWVRPHZKDWHUUDWLFDOO\ZLWK
TXDUWHUO\LQFUHDVHVIROORZHGE\VPDOOHUTXDUWHUO\IDOOVLQRXWSXW%\WKHWKLUGTXDUWHURIODVW\HDU*9$LQ
WKHVHFWRUZDVEHORZWKHSUHUHFHVVLRQSHDNFRPSDUHGWRWKHWURXJKRILQT7KH
FRQWLQXDWLRQRIWKHUHFRYHU\LQILQDQFLDOVHUYLFHVDOOEHLWHUUDWLFDOO\RIIHUVVRPHKRSHWKDWGHVSLWHWKH
VWUXFWXUDOFKDQJH WKDWRFFXUUHG LQ WKHEDQNLQJVHFWRU LQSDUWLFXODUDIWHU WKH*UHDW5HFHVVLRQRXWSXW LV
FRQWLQXLQJ WR PRYH EDFN FORVHU WRZDUGV SUHUHFHVVLRQ OHYHOV ± VHH-HUHP\ 3HDW¶V DUWLFOH RQ 6FRWWLVK
ILQDQFLDOVHUYLFHVLQWKHEconomic Perspectives VHFWLRQRIWKLV&RPPHQWDU\
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

0DUFK 

)LJXUH)LQDQFLDO6HUYLFHV5HFHVVLRQDQG5HFRYHU\TWRT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 

)LJXUH'LVWULEXWLRQ+RWHOV	&DWHULQJ5HFHVVLRQDQG5HFRYHU\WRT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

0DUFK 
7KH RWKHU SULQFLSDO VXEVHFWRU LQ SULYDWH VHUYLFHV GLVSOD\LQJ SRVLWLYH JURZWK LQ WKH WKLUG TXDUWHU ZDV
GLVWULEXWLRQKRWHOVDQGFDWHULQJDFFRXQWLQJIRURIVHUYLFHVVHFWRURXWSXWLQ6FRWODQGZKLFKJUHZ
E\2YHUWKH\HDUWKHVHFWRUJUHZE\)LJXUHVKRZVWKHSHUIRUPDQFHRIWKHVHFWRUGXULQJ
UHFHVVLRQDQGUHFRYHU\

)LJXUHUHYHDOVWKDWE\WKHWKLUGTXDUWHUWKHVHFWRULQWKH8.ZDVDERYHLWVSHDNZKLOHWKHVHFWRU
LQ6FRWODQGZDVGRLQJDOLWWOHZRUVHDWMXVWDERYH,WVKRXOGDJDLQEHQRWHGWKDWWKHVHFWRUKDGD
OHVVVHULRXVUHFHVVLRQLQ6FRWODQGWKDQLQWKH8.ZLWKRXWSXWIDOOLQJE\KHUHFRPSDUHGWR
LQ WKH 8. 7KH WUDFN RI WKH UHFRYHU\ LQ WKH VHFWRU SLFNHG XS VWURQJO\ GXULQJ  DQG  LQ ERWK
6FRWODQGDQGWKH8.EXWPRUHVWURQJO\LQWKH8.
2XWSXW LQ *RYHUQPHQW 	 2WKHU 6HUYLFHV URVH LQ 6FRWODQG LQ WKH WKLUG TXDUWHU E\  2YHU WKH \HDU
RXWSXWLQ WKHVHFWRUDOVRJUHZE\,QWKH8.WKHSXEOLFVHFWRUJUHZE\LQWKHTXDUWHUDQGE\
RYHUWKH\HDU)LJXUHVKRZVWKHSHUIRUPDQFHRI*9$LQWKHVHFWRULQUHFHVVLRQDQGUHFRYHU\

)LJXUH*RYHUQPHQW	2WKHU6HUYLFHV5HFHVVLRQDQG5HFRYHU\WRT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 
 
%\WKHWKLUGTXDUWHU*9$LQWKHVHFWRULQWKH8.ZDVDERYHWKHSUHUHFHVVLRQSHDNZKLFKDVZH
KDYH QRWHG LQ PDQ\ HDUOLHU Commentaries LV GLIILFXOW WR XQGHUVWDQG DW D WLPH RI ILVFDO FRQVROLGDWLRQ
ZKHUHDVRXWSXWLQWKHVHFWRULQ6FRWODQGZDVRQO\DERYHLWVSUHUHFHVVLRQSHDN
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

0DUFK 
)LQDOO\)LJXUHKLJKOLJKWVWKHSHUIRUPDQFHRIWUDQVSRUWVWRUDJH	FRPPXQLFDWLRQLQ6FRWODQGDQG8.
LQ UHFHVVLRQDQGUHFRYHU\7KHVHFWRUDFFRXQWV IRUQHDUO\RI WRWDO*9$DQGDERXWRIVHUYLFH
VHFWRURXWSXW

)LJXUH7UDQVSRUW6WRUDJH	&RPPXQLFDWLRQ5HFHVVLRQ	5HFRYHU\WRT

Source: Scottish Government GROSS DOMESTIC PRODUCT 3nd QUARTER 2014, UK GDP data sourced from 
http://www.ons.gov.uk/ons/publications/re-reference-tables.html?edition=tcm%3A77-327798 and FAI calculations 

7KHSLFNXSLQWKHSHUIRUPDQFHRIWKHVHFWRULQ6FRWODQGFHDVHGLQWKHWKLUGTXDUWHUZLWK*9$IDOOLQJE\
2YHUWKH\HDUWKHVHFWRUJUHZE\LQ6FRWODQGDQGE\LQWKH8.%\WKHHQGRIWKHWKLUG
TXDUWHU*9$LQWKH6FRWWLVKVHFWRUZDVEHORZLWVSUHUHFHVVLRQSHDNFRPSDUHGWRDERYHLQ
WKH8.
The Labour Market 
7KH ODWHVW ODERXU PDUNHW GDWD VHH Scottish Labour Market VHFWLRQ EHORZ VKRZ WKDW WKH UHFRYHU\
FRQWLQXHVVWURQJO\,QWKHTXDUWHU2FWREHU±'HFHPEHUHPSOR\PHQWURVHE\LQ6FRWODQGDQG
E\LQWKH8.,QWHUPVRIQXPEHUVMREVLQ6FRWODQGURVHE\LQWKHTXDUWHUFRPSDUHGWRDQ
LQFUHDVHRILQWKH8.DVDZKROH2YHUWKH\HDU6FRWWLVKMREVURVHE\DULVHRI
ZKLOH 8. MREV URVH  RU  $V HPSOR\PHQW FRQWLQXHG WR ULVH GXULQJ WKH TXDUWHU
XQHPSOR\PHQW LQ 6FRWODQG IHOO E\  RU  WR  RU D UDWH RI  ZKLOH LQ WKH 8.
XQHPSOR\PHQWIHOOOHVVUDSLGO\E\RUWRDUDWHRI2YHUWKH\HDUXQHPSOR\PHQWLQ
6FRWODQGIHOOVWURQJO\E\RUZKLOHLQWKH8.XQHPSOR\PHQWDOVRIHOOVWURQJO\EXWDOLWWOH
PRUHVORZO\E\RU
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

0DUFK 
)LJXUHVKRZVWKHSHUIRUPDQFHHPSOR\PHQWLQ6FRWODQGDQGWKH8.GXULQJUHFHVVLRQDQGUHFRYHU\WR
T

)LJ7RWDO(PSOR\PHQW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Forecasts 
Will the recovery continue? 
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Source: IMF World Economic Outlook 
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)RU WKHJOREDOHFRQRP\WKHPRQWKO\World Trade Monitor SURGXFHGE\WKH1HWKHUODQGV%XUHDX
IRU(FRQRPLF3ROLF\$QDO\VLV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XQVXVWDLQDEOH ,I WKH HFRQRP\ LV WR UHO\ RQ FRQWLQXHG JURZWK LQ KRXVHKROG VSHQGLQJ LW UHTXLUHV D
VXVWDLQHG ULVH LQ WKH UHDO ZDJHV DQG LQFRPHV RI KRXVHKROGV +RZHYHU WKLV LV XQOLNHO\ WR RFFXU
VXVWDLQDEO\XQOHVVODERXUSURGXFWLYLW\LPSURYHVZKLFKDVZHDUHDOOQRZZHOODZDUHKDVEHHQEDGO\KLW
DVDFRQVHTXHQFHRIWKH*UHDWUHFHVVLRQ
Oil prices, inflation and deflation 
,QIODWLRQ LV IDOOLQJ ULJKW DFURVV WKH JOREDO HFRQRP\ ,QGHHG WKH ODWHVW GDWD VKRZ SULFHVDFWXDOO\ WR EH
IDOOLQJERWKWKH86DQGWKH(XUR]RQHDQGDVWKHForecasts of the Scottish Economy VHFWLRQQRWHVWKH
*RYHUQRURIWKH%DQNRI(QJODQG0DUN&DUQH\KDVUHFHQWO\VXJJHVWHGWKDW8.LQIODWLRQPLJKWVRRQWXUQ
QHJDWLYHEXWRQO\IRUDEULHISHULRG7KHUHLVDFOHDUO\DULVNRIGHIODWLRQ±DVXVWDLQHGIDOOLQJSULFHOHYHO
OHDGLQJ WR H[SHFWDWLRQV RI IXUWKHU SULFH IDOOV SRVWSRQHG VSHQGLQJ DQG UHGXFHG VSHQGLQJ DV WKH UHDO
YDOXHRIKRXVHKROGDQGFRUSRUDWHGHEWULVHV+RZHYHUZKLOHWKHULVNLVWKHUHIRUWKH8.DQGWKH86DW
WKLVVWDJHLWLVPRUHDSSDUHQWWKDQUHDO:HDUHQRWZLWQHVVLQJDJHQHUDOGHIODWLRQEXWDIRFXVHGIDOOLQRLO
SULFHV DQG FRPPRGLW\ SULFHV HVSHFLDOO\ IRRG :KHQ HQHUJ\ DQG IRRG FRVWV DUH VWULSSHG RXW core 
LQIODWLRQ LV DURXQG  LQ WKH 86 DQG FORVH WR  LQ WKH 8. +RZHYHU WKH ULVN RI GHIODWLRQ ZRXOG
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

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DSSHDU WREHJUHDWHUDQGPRUHJHQHUDO LQ WKH(XUR]RQHSURPSWLQJ WKH(&%WREHJLQDSURJUDPPHRI
H[SDQGLQJWKHPRQH\VWRFN±YLDTXDQWLWDWLYHHDVLQJRU4(
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)DOOLQJ IRRGDQGHVSHFLDOO\RLOSULFHVZLOO UDLVH WKH UHDOGLVSRVDEOH LQFRPHRIHQHUJ\DQG IRRGXVHUV
DOPRVW HYHU\RQH5LVLQJ UHDO LQFRPHVZLOO SURPRWH LQFUHDVHGVSHQGLQJDQGKHQFHSURYLGHDERRVW WR
JURZWK 0RUHRYHU WKH IDOO LQ RLO SULFHV KDV EHHQ ODUJH DURXQG  DW WKH WLPH RI ZULWLQJ DQG VLQFH
KRXVHKROGVSHQGLQJRQHQHUJ\DQGWUDQVSRUWLVDURXQGRILQFRPHWKHSRWHQWLDOIRUDVL]DEOHERRVWWR
VSHQGLQJLVVLJQLILFDQW,QDGGLWLRQFRPSDQLHVLQSXWFRVWVZLOODOVREHORZHUDVIXHO LVFKHDSHU2[IRUG
(FRQRPLFV¶PRGHOEDVHGDQDO\VLVIRUWKHIFS Green Budget 2015VXJJHVWVWKDW8.*'3ZLOOULVHE\D
IXUWKHULQDWDQDVVXPHGRLOSULFHRIDEDUUHO7KH\DVVXPHWKDWRLOSULFHVZLOODYHUDJH
LQVRWKHLPSDFWRQ*'3JURZWKZRXOGEHDOLWWOHOHVV
Box 1 Estimates of the impact of fall in oil price on GDP and jobs, Scotland and UK 
 
1. The income effect  
x 7KHIDOOLQWKHSULFHRIRLOZLOOUDLVHGLVSRVDEOHLQFRPHVORZHUSURGXFWLRQFRVWVDQG
OHDGWRLQFUHDVHGVSHQGLQJRQ8.DQG6FRWWLVKSURGXFHGJRRGVDQGVHUYLFHVWKXV
UDLVLQJ*'3
x 2[IRUG(FRQRPLFVHVWLPDWHWKDW8.*'3ZLOOULVHE\DIXUWKHUDVDUHVXOWRIWKH
SULFHIDOO±VHHIFS Green Budget 20151
x ,IZHDVVXPHWKDWDWKH*'3FKDQJHIURPWKHLQFRPHHIIHFWLVVDPHLQ6FRWODQGDV
8.EHPSOR\PHQWULVHVLQWKHVDPHSURSRUWLRQRUFWKDWWKHLPSDFWRQMREVVWDQGVLQ
WKHUDWLRRI2(¶VHVWLPDWHRIRYHUDOOMREVJURZWKWR*'3JURZWK 
7KHQWRJHWSHUFHQWMREVFKDQJH[ MREVJURZWKLPSDFWRIRLO
SULFHIDOO
x *LYHQ8.HPSOR\PHQWRIWKLVJLYHVDUDQJHRIWR
x *LYHQ6FRWWLVKHPSOR\PHQWWKLVJLYHVDUDQJHRIWR

2. The oil industry effect 
x 7KLVZLOOEHQHJDWLYH 
x 7KHLPSDFWLQ6FRWODQGZRXOGKDYHWREHJUHDWHUWKDQWRMREVLQIRU
WKHHIIHFWRQWKH6FRWWLVKHFRQRP\WREHQHJDWLYH 
x 8QOLNHO\WKDWWKHLPSDFWRQ8.ZRXOGEHJUHDWHUWKDQWRVRFDQVD\RLO
SULFHLPSDFWRQ8.ZLOOEHSRVLWLYH 
x MREORVVHVDQQRXQFHGLQWKHVHFWRUFRXOGPHDQ±ZLWKPXOWLSOLHURIIURP2LO
DQG*DV8.WKHORVVRIPRUHWKDQMREVDFURVVWKH8.DVDZKROH
WDNLQJDFFRXQWRIGLUHFWDQGLQGLUHFWHIIHFWV
x )RU6FRWODQGZHKDYHD7\SH,,PXOWLSOLHUIRURLODQGJDVH[WUDFWLRQIURPWKH
6FRWWLVK,2WDEOHVRIZKLFKZRXOGJLYHDMREORVVRIMREV
x ,ILQWKHMREORVVHVGRXEOHGWRWKHWRWDOQHJDWLYHHIIHFWRQ6FRWWLVK
HFRQRP\MREVZRXOGEH
x 7KHVHMREORVVHVDUHXQOLNHO\WRRFFXUFRPSOHWHO\LQZKLOHMREJDLQVLQFRQWUDVW
DUHHVWLPDWHGWRRFFXULQ

3. Conclusion 
x 7KHFUXGHO\HVWLPDWHGQHWLPSDFWRIWKHIDOOLQWKHSULFHRIRLOLQRQWKH6FRWWLVK
HFRQRP\UDQJHVin employment terms,IURPplus 9,700 jobs to minus 600 jobs in the 
best and worst case scenarios. 
 
 
1
 Oxford Economics assume an oil price of $55/barrel in 2015 and $67/barrel in 2016; on 28th February 
2015 the price was $62.58/barrel 
1
 The employment multiplier is the ratio of direct plus indirect (plus induced if Type II multipliers are used) 
employment changes to the direct employment change. 
1
 http://www.gov.scot/Topics/Statistics/Browse/Economy/Input-Output/Downloads/IO1998-2011L2 
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6FRWWLVKKRXVHKROGVSHQGLQJDQGFRPSDQ\LQSXWFRVWVZLOOJHWPXFKWKHVDPHERRVWDVWKH8.DQGVR
RWKHUWKLQJVHTXDO*'3VKRXOGDOVRULVHE\DQDGGLWLRQDOLQDVDUHVXOWRIWKHIDOO LQWKHRLO
SULFH+RZHYHUIRU6FRWODQGRWKHUWKLQJVDUHQRWHTXDO6FRWODQGLVDQRLOSURGXFHUDQGDFWLYLW\LQWKH
VHFWRUKDVDOUHDG\EHHQKLWE\WKHVLJQLILFDQWIDOOLQWKHSULFHRIRLO<HWPXFKRIWKHDFWLYLW\LQWKLVVHFWRU
WDNHVSODFHRIIVKRUHDQGLVDVVLJQHGVWDWLVWLFDOO\WRWKH8.&RQWLQHQWDO6KHOI8.&66FRWWLVK*'3DV
FXUUHQWO\ RIILFLDOO\PHDVXUHGDQG IRUHFDVW E\ WKLV ,QVWLWXWHZLOO RQO\EHDIIHFWHGRQ WKHSURGXFWLRQVLGH
IURPWKHRLOSULFHIDOOWKURXJKLWVLPSDFWRQRQVKRUHDFWLYLWLHV$V*UDQW$OODQPDNHVFOHDULQKLVQRWHRQ
The price of oil and the Scottish economy WKHHFRQRPLF OLQNV±VXSSO\FKDLQ IRUHLJQ LPSRUWFRQWHQW
HPSOR\HHV UHVLGHQW LQ 6FRWODQG DQG VSHQGLQJ IURP YDOXH DGGHG  IURP WKH 8.&6 WR WKH RQVKRUH
6FRWWLVK HFRQRP\ QHHG WR EH PRUH UHVHDUFKHG DQG EHWWHU XQGHUVWRRG )XUWKHUPRUH LW LV GLIILFXOW WR
HVWDEOLVKZLWKFHUWDLQW\ZKDW WKHGLUHFWHIIHFWVRQ WKH8.&6ZLOOEHRYHU WKH IRUHFDVWKRUL]RQ WR
EHFDXVHWKDWZLOOGHSHQGRQSURGXFHUV¶H[SHFWDWLRQVRIWKHSULFHRIRLOLQWKHIXWXUH
6RZHFDQQRWPDNHDGHILQLWLYHFRQFOXVLRQRQWKH LPSDFWRQWKHZLGHU6FRWWLVKHFRQRP\RI WKHIDOO LQ
WKH RLO SULFH WKHUH DUH ERWK EHQHILWV DQG FRVWV DQG WKH FRVWV SDUWLFXODUO\ DUH GLIILFXOW WR LVRODWH JLYHQ
SUHVHQWGDWD:KDWZHFDQVD\ LV WKDW WKHJURZWKRI6FRWWLVKRQVKRUH*'3 LVXQOLNHO\ WREHVHULRXVO\
KDUPHG LQ  LQ  DQG PD\ DFWXDOO\ EHQHILW LI WKH LQFRPH HIIHFWV RI KRXVHKROG VSHQGLQJ
LQYHVWPHQW DQG QHW H[SRUWV DUH ODUJH 7KDW VDLG ZH ZRXOG H[SHFW WKH &KDQFHOORU LQ KLV IRUWKFRPLQJ
%XGJHWWRVHHNWRSURWHFWSURGXFWLRQDQGIXWXUHH[SORUDWLRQLQWKH8.&6IRUWKHSHULRGWKDWORZRLOSULFHV
DUHVXVWDLQHGE\LQWURGXFLQJFKDQJHVWRWKHILVFDOUHJLPH
UK fiscal and monetary policy 
7KH EDVH UDWH VHW E\ WKH %DQNRI (QJODQG¶V 0RQHWDU\ 3ROLF\ &RPPLWWHH 03& LV OLNHO\ WR UHPDLQ DW
IRUWKHUHPDLQGHURIWKLV\HDUDWOHDVWGHVSLWHVWURQJJURZWKDQGIDOOLQJXQHPSOR\PHQW,WZLOOQRWEH
FKDQJHGEHFDXVH LQIODWLRQ LVFORVH WR]HURDQGPD\ WXUQQHJDWLYHKRZHYHUEULHIO\ ,QGHHG LI LQIODWLRQ
WXUQV QHJDWLYH DQG SULFH IDOOV EHJLQ WR DIIHFW FRUH LQIODWLRQ WKHQ WKH UDWH FRXOG EH FXW WR ]HUR RU D
QHJDWLYH YDOXH IROORZLQJ WKH6ZHGLVK DQG 6ZLVV H[DPSOHV ,Q VXFKFLUFXPVWDQFHV IXUWKHU 4( LV DOVR
SRVVLEOH6RPRQHWDU\SROLF\VKRXOG UHPDLQDFFRPPRGDWLQJ WRJURZWK IRU WKH IRUHVHHDEOH IXWXUH7KH
VDPHFDQQRWEHVDLGIRUILVFDOSROLF\LQWKH8.7KH,QVWLWXWHIRU)LVFDO6WXGLHVLQWKHLUIFS Green Budget 
2015 KLJKOLJKW WKH VFDOHRI WKH 8. JRYHUQPHQW¶V UHFHQW DQG SODQQHG ILVFDO FRQVROLGDWLRQ SURJUDPPH
7KH ,)6DQDO\VLVVKRZV WKDWE\EQRI ILVFDO WLJKWHQLQJPHDVXUHVKDGEHHQ LPSOHPHQWHG$
IXUWKHU EQ RI ILVFDO WLJKWHQLQJ LV FXUUHQWO\ SODQQHG 6R RQ WKLV PHDVXUH  RI SODQQHG ILVFDO
FRQVROLGDWLRQ KDV EHHQ FRPSOHWHG ZLWK  VWLOO WR FRPH 2I WKH IXUWKHU SODQQHG ILVFDO WLJKWHQLQJ D
FRPSDULVRQRI,0)IRUHFDVWVIRUVWUXFWXUDOERUURZLQJLQDGYDQFHGHFRQRPLHVVKRZVWKDWWKH8.KDV
WKHODUJHVWSODQQHGILVFDOFRQVROLGDWLRQEHWZHHQDQGDQGWKHWKODUJHVWRUWKVPDOOHVW
SODQQHG VWUXFWXUDO GHILFLW LQ  6RPH  ELOOLRQ RI ILVFDO WLJKWHQLQJ LV QHDUO\ RI *'3 ,I ZH
DVVXPH DPXOWLSOLHU RI  ± QRW XQUHDVRQDEOH ZKHQ LQWHUHVW UDWHV DUH FORVH WR ]HUR DQG WKHUH LV QR
VFRSHIRUFRXQWHUYDLOLQJPRQHWDU\SROLF\WKHSROLF\ZRXOGKDYHVHUYHGWRKDYHUHGXFHG*'3E\
XSWRDQGE\DIXUWKHUE\7KLVGRHVQ¶WPHDQWKDW*'3ZLOOIDOOE\EHWZHHQQRZDQG
EXWGRHV LPSO\ WKDWSULYDWHVHFWRURXWSXWPXVW ULVHE\DVXEVWDQWLDODPRXQW LI*'3JURZWK LV WR
UHPDLQ LQSRVLWLYHWHUULWRU\6SHFLILFDOO\ LI WKHHFRQRP\LV WRJURZDWDURXQGSHUDQQXPWKHQWKH
XQGHUO\LQJ JURZWK UDWHRI WKH SULYDWH VHFWRU LQ WKH IDFH RI VXFK DQWLFLSDWHG ILVFDO FRQVROLGDWLRQ ZRXOG
QHHGWREHRIWKHRUGHURISHUDQQXPDELJFKDOOHQJHIRUWKHSULYDWHVHFWRU7KHRXWFRPHZLOODOVREH
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

0DUFK 
GHSHQGHQWRQWKHUHVXOWRIWKH*HQHUDO(OHFWLRQLQ0D\EHFDXVHWKH/DERXUDQG/LEHUDO'HPRFUDW
SDUWLHVDUHSODQQLQJDVORZHUSDFHRIILVFDOFRQVROLGDWLRQDQGD&RQVHUYDWLYHRULQGHHGDQXQVSHFLILHG
&RDOLWLRQJRYHUQPHQW PLJKW DOWHU WKH VFDOH DQG SDFH RI FXUUHQW SODQV RU ELDV DQ\ FRQVROLGDWLRQ PRUH
WRZDUGVWD[ULVHVWKDQYLDVSHQGLQJFXWVZKLFKFRXOGKDYHDGLIIHUHQWLPSDFWRQJURZWK
Greece and the Eurozone 
7KHQHZ*UHHN*RYHUQPHQW OHGE\WKH6\UL]DSDUW\FDPHWRSRZHUZLWKDPDQGDWHWRUHQHJRWLDWHWKH
WHUPVRIWKHEDLORXWZKLFKPRVWDQDO\VWVDJUHHLVSRVLQJDVHYHUHEXUGHQRQWKH*UHHNHFRQRP\
DQG VRFLHW\ 7KH VFDOH RI WKH DXVWHULW\ LPSRVHG RQ *UHHFH LV VHYHUH ZLWK UHDO QRQGHEW LQWHUHVW
JRYHUQPHQWVSHQGLQJKDYLQJIDOOHQE\PRUHWKDQEHWZHHQDQG*'3KDVIDOOHQE\
VLQFHXQHPSOR\PHQW LVFXUUHQWO\RYHUDQG\RXWKXQHPSOR\PHQW1RRWKHUGHPRFUDWLF
FRXQWU\KDVHQGXUHGDXVWHULW\RIWKDWVL]HDQGDWVXFKDSDFH7KH6\UL]DJRYHUQPHQWZDQWVWKHSDFHRI
DXVWHULW\WREHUHOD[HGVRWKDWWKH\GRQRWKDYHWRGHOLYHUDSULPDU\VXUSOXVDVKLJKDVUHTXLUHGE\
WKH 7URLND ,0) (& (&% ± DIWHU GHEW LQWHUHVW SD\PHQWV ± ZKLFK WKH\ ULJKWO\ FRQWHQG ZLOO WZLVW WKH
VFUHZRIDXVWHULW\WRLPSRVVLEOHOHYHOV$VORZHUSDFHRIDXVWHULW\DQGDVPDOOHUUHTXLUHGSULPDU\VXUSOXV
ZRXOG DOORZ WKH *UHHN *RYHUQPHQW WR ERRVW JURZWK LQ WKH HFRQRP\ WKURXJK LQFUHDVHG VSHQGLQJ RQ
UHIRUPPHDVXUHVDQGLQIUDVWUXFWXUHLQYHVWPHQW
'HVSLWHWKHUHFHQWDJUHHPHQWIRUWKHEDLORXWWRFRQWLQXHZKLOH*UHHFHILUPVXSLWVSURJUDPPHRILQWHUQDO
UHIRUPVWKHLVVXHRIDUHOD[DWLRQLQWKHVFDOHDQGSDFHRIDXVWHULW\KDVHIIHFWLYHO\EHHQSRVWSRQHGIURP
FRQVLGHUDWLRQXQWLO-XQH,IWKHUHLVQRDJUHHPHQWRQWKLVLVVXHWKHQWKHUHLVDUHDOULVNRI*UH[LW
WKDW LV D *UHHN H[LW IURP WKH (XUR]RQH 7KLV ZRXOG KDYH GLIILFXOW WR SUHGLFW FRQVHTXHQFHV IRU WKH
(XUR]RQHLWVHOIDQGWKHJOREDOHFRQRP\LQFOXGLQJWKH6FRWWLVKHFRQRP\:KHQWKHWKUHDWRI*UH[LWZDV
ODVWSRVHGLQWKH)UDVHURI$OODQGHU,QVWLWXWHXQGHUWRRNDPRGHOOLQJH[HUFLVHZKLFKHVWLPDWHGWKDW
D *UHHN H[LW ZRXOG ORZHU 6FRWWLVK *'3 E\  DQG UHGXFH HPSOR\PHQW E\  DQG VXFK DQ
HVWLPDWHLJQRUHVWKHSRWHQWLDOO\JUHDWHULPSDFWRIZLGHUFRQWDJLRQRIEDQNUXQVDQGIXUWKHUSRVVLEOHH[LWV
RIRWKHUSHULSKHUDOHXURFRXQWULHV
GVA Forecasts 

7DEOH)RUHFDVW6FRWWLVK*9$*URZWK
*9$*URZWKSHUDQQXP   
Central forecast 2.8 2.6 2.4 
November forecasW
UK PHDQLQGHSHQGHQWQHZIRUHFDVWV)HEUXDU\
0HDQ$EVROXWH(UURUSRLQWV 
2.7
 

2.2 


2.1

 
Source: Fraser of Allander Institute forecasts © 
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
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)RU RXU ODWHVW *9$ IRUHFDVWV ZH FRQWLQXH WKH SUHVHQWDWLRQDO SURFHGXUH DGRSWHG LQ SUHYLRXV
&RPPHQWDULHV:HSUHVHQW RQO\ D FHQWUDO IRUHFDVW EXW XVH HVWLPDWHG IRUHFDVW HUURUV WRHVWDEOLVK WKH
OLNHO\UDQJHWKDWWKHWUXHILUVWHVWLPDWHRIWKHJURZWKRI6FRWWLVK*9$ZLOOOLHEHWZHHQ
7DEOHSUHVHQWVRXUIRUHFDVWVIRU6FRWWLVK*9$*'3DWEDVLFSULFHVIRUWR7KHIRUHFDVWV
DUHSUHVHQWHGLQPRUHGHWDLOLQWKHForecasts of the Scottish Economy VHFWLRQRIWKLV&RPPHQWDU\
7DEOHVKRZVWKDWRXU*'3IRUHFDVWIRULVZKLFKLVUHYLVHGXSIURPRXUIRUHFDVWRILQ
1RYHPEHU2IILFLDORXWWXUQGDWDIRUZLOOQRWEHDYDLODEOHXQWLOPLG$SULOWKLV\HDU7KHXSZDUG
UHYLVLRQLVDJDLQGXHWRWKHVWURQJJURZWKSHUIRUPDQFHH[KLELWHGLQWKHILUVWKDOIRIWKH\HDU)RU
ZH KDYH UDLVHG RXU IRUHFDVW WR  IURP  LQ 1RYHPEHU ZKLFK LV ODUJHO\ WKH UHVXOW RI HYLGHQFH
VLJQDOOHGLQEXVLQHVVVXUYH\VIRUH[DPSOHWKDWLQYHVWPHQWLQLVSLFNLQJXSIDVWHUWKDQDQWLFLSDWHG
ODVW 1RYHPEHU 7KLV LV PRUH WKDQ VXIILFLHQW WR RIIVHW DQ\ QHJDWLYH HIIHFWV RQ WKH RLO SURGXFWLRQ DQG
VHUYLFHV RUPRUHJHQHUDOO\ WKH VXSSO\VLGH IURP WKH ORZHUSULFHRI RLO:HKDYHDOVR UHYLVHGXSRXU
IRUHFDVW IRUIURPEDFNWRRXU-XQHSUHGLFWLRQRI7KLVUHIOHFWV inter aliaVRPHRI
WKHGHPDQGVLGHEHQHILWVRIDORZHUSULFHRIRLOKHOSLQJWRERRVWH[SRUWVDQGGRPHVWLFFRQVXPSWLRQ
7DEOHDOVRFRPSDUHVRXU*9$IRUHFDVWVZLWKWKHPHGLDQRIODWHVWLQGHSHQGHQWIRUHFDVWVIRUWKH8.DV
SXEOLVKHGE\WKH8.7UHDVXU\LQ)HEUXDU\7KHVHVKRZWKDWZHQRZH[SHFW6FRWWLVKJURZWKWREH
EURDGO\ VLPLODU WR8.JURZWKRYHU WKH IRUHFDVW SHULRG6RZHDUHQRZ IRUHFDVWLQJJURZWKRI  LQ
LQDQGLQ*LYHQRXUSUHYLRXVIRUHFDVWHUURUVWKHORZHUDQGXSSHUERXQGV
IRUJURZWK LQDUHH[SHFWHGWREHDQGIRUWRDQGIRUWR

3URGXFWLRQDQGPDQXIDFWXULQJ FRQWLQXH WREH WKHPDMRUVHFWRUVH[KLELWLQJ WKH IDVWHVW JURZWK LQ
DQG/DVW\HDUSURGXFWLRQLVSURMHFWHGWRKDYHJURZQE\ZLWKVHUYLFHVDQGFRQVWUXFWLRQ
GLVSOD\LQJSRVLWLYHJURZWKRIDQGUHVSHFWLYHO\7KLVUHODWLYHSHUIRUPDQFHFRQWLQXHV LQERWK
DQGHYHQWKRXJKIRUHFDVWJURZWKGLPLQLVKHVDFURVVDOOVHFWRUVLQDQG3URGXFWLRQ
JURZVE\DQGLQDQGZKLOHVHUYLFHJURZWK LVSURMHFWHGWREHLQDQG
LQ7KHFRQVWUXFWLRQVHFWRUFRQWLQXHVWRODJZLWKJURZWKRILQDQGLQ
Employment Forecasts 
7DEOHSUHVHQWVRXU IRUHFDVWV IRUQHWHPSOR\HH MREV IRU WKH\HDUV WR LQ WHUPVRIDFHQWUDO
DQG XSSHU DQG ORZHU IRUHFDVW 1RWH WKDW LQ IRUHFDVWLQJ HPSOR\HH MREV ZH DUH QRW IRUHFDVWLQJ VHOI
HPSOR\PHQWZKLFKKDVEHHQDQLPSRUWDQWFRPSRQHQWRIWKHUHFHQWMREVUHFRYHU\0RUHRYHUHPSOR\HH
MREVFDQGLIIHUIURPWKHVHOIUHSRUWHGHPSOR\PHQWLQWKHPRQWKO\/DERXU)RUFH6XUYH\
2XUIRUHFDVWVIRUHPSOR\HHMREFUHDWLRQKDYHEHHQUDLVHGFRPSDUHGWRRXU1RYHPEHUIRUHFDVWV2QWKH
FHQWUDO IRUHFDVWZHDUHQRZ IRUHFDVWLQJWKDWQHW MREVZLOO LQFUHDVHE\ LQ LQ
DQG LQ7KLV\HDUZHH[SHFWQHDUO\VHUYLFHVHFWRU MREVWREHFUHDWHGZLWK
DURXQG  DGGHG LQ SURGXFWLRQ JLYHQ WKH VWURQJHU JURZWK LQ RXWSXW DQG JURZWK RI  LQ
DJULFXOWXUH&RQVWUXFWLRQ MREVDUHQRZIRUHFDVW WRULVHWKLV\HDUE\ ,QWKHEXONRI WKH MREV
FUHDWHG DUH DJDLQH[SHFWHG WR EH LQ WKH VHUYLFH VHFWRU ZLWK DQ DGGLWLRQDO  MREV IRUHFDVW ZKLOH
DUHDGGHGLQSURGXFWLRQLQDJULFXOWXUHDQGLQFRQVWUXFWLRQ
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 2XWORRNDQGDSSUDLVDO

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Table 2: Forecast Scottish Net Jobs Growth in Three Scenarios, 2014-2016 


 
8SSHU   
November forecasW 53,000 53,450 76,750 
Central 53,850 51,350 57,600 
Novemberforecast 46,560 41,600 48,900 
/RZHU   
November forecasW 33,400 19,900 29,900. 
Source: Fraser of Allander Institute forecasts © 
Unemployment Forecasts 
7KHNH\XQHPSOR\PHQWIRUHFDVWVDUHVXPPDULVHGLQ7DEOHEHORZ

7DEOH)RUHFDVWV,/2XQHPSOR\PHQW
   
ILO unemployment    
5DWH,/2XQ7($
1RYHPEHUIRUHFDVW
5.5% 

5.0% 

4.6% 

1XPEHUV 149,000 136,600 125,250 
Source: Fraser of Allander Institute forecasts © 
7KH ,/2 UDWH LVRXUSUHIHUUHGPHDVXUHVLQFH LW LGHQWLILHV WKRVHZRUNHUVZKRDUHRXW RID MREDQGDUH
ORRNLQJ IRU ZRUN ZKHUHDV WKH FODLPDQW FRXQW VLPSO\ UHFRUGV WKH XQHPSOR\HG ZKR DUH LQ UHFHLSW RI
XQHPSOR\PHQW EHQHILW 2XU XQHPSOR\PHQW IRUHFDVWV KDYH EHHQ UHYLVHG GRZQ IXUWKHU DJDLQ IURP
1RYHPEHUUHIOHFWLQJKLJKHUHFRQRPLFDFWLYLW\2XUSURMHFWLRQIRUXQHPSOR\PHQWRQWKH,/2PHDVXUHDW
WKHHQGRILVIDOOLQJIXUWKHUWRE\WKHHQGRI
%ULDQ$VKFURIW
)HEUXDU\
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
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)RUHFDVWVRIWKH6FRWWLVKHFRQRP\
*UDQW$OODQ)UDVHURI$OODQGHU,QVWLWXWH

$EVWUDFW
'HVSLWHJURZWKVORZLQJLQWKHILQDOKDOIRILWVWLOODSSHDUVOLNHO\WKDWWKH6FRWWLVKHFRQRP\JUHZLQ
 DW D IDVWHU UDWH WKDQ LQ DQ\ \HDU VLQFH  7KH RXWORRN IRU FRQWLQXHG JURZWK UHPDLQV PL[HG
KRZHYHUWKRXJKVXUYH\LQGLFDWRUVLQGLFDWHUHODWLYHO\VWURQJLQYHVWPHQWVLJQDOV,WLVOLNHO\WKDWKRXVHKROG
VSHQGLQJDQGLQYHVWPHQWZLOOFRQWULEXWHSRVLWLYHO\WRJURZWKWKURXJKDVUHDOLQFRPHVULVHGXHWRD
FRPELQDWLRQ RI IDOOLQJ HQHUJ\ SULFHV VRPH VLJQV RI ZDJH LQFUHDVHV DQG LQFUHDVLQJ HPSOR\PHQW )RU
WKHVH UHDVRQV ZH KDYH UHYLVHG XS RXU IRUHFDVWV IRU JURZWK LQ  DQG  WR  DQG 
UHVSHFWLYHO\IURPDQG7KHUHUHPDLQVLJQLILFDQWGRZQVLGHULVNV LQFOXGLQJDOLNHO\SHUKDSV
EULHISHULRGRIGHIODWLRQ LQ WKH ILUVWKDOIRIFRQWLQXHGVORZJURZWK LQ6FRWODQG¶VPDMRU(XURSHDQ
WUDGLQJPDUNHWVDQGWKHH[LVWHQWLDOSRVVLELOLW\RI*UHHFHH[LWLQJWKH(XUR±ZKLFKZKLOHQRWOLNHO\WRKDYH
DGLUHFWLPSDFWRQWKH6FRWWLVKHFRQRP\HJWKURXJKH[SRUWVZRXOGKDYHLPSOLFDWLRQVWKURXJK6FRWWLVK
EDQNVDQGZLGHUH[SRVXUHWR(XURSHDQPDUNHWV
Fiscal and monetary outlook 
2QWKHWKRI)HEUXDU\-RKQ6ZLQQH\063VHWRXWWKH6FRWWLVK*RYHUQPHQW¶VILQDOEXGJHWSODQV
IRU \HDU  ZKHQ WRWDO VSHQGLQJ ZLOO DERXW  OHVV LQ UHDO WHUPV WKDQ  )LVFDO $IIDLUV
6FRWODQG KDV H[DPLQHG WKH ORQJWHUP SURMHFWLRQV WR WKH 6FRWWLVK EXGJHW RYHU WKH FRPLQJ \HDUV DQG
FRQFOXGHGWKDWLVOLNHO\WREHRQHRIWKH³PLOGHU´\HDUVIRUWKH6FRWWLVKEXGJHWZKLFKZLOOVHH
WKUHH\HDUVRIDFFHOHUDWHGUHDOWHUPVUHGXFWLRQVIURP)LVFDO$IIDLUV6FRWODQG
$IWHU DOPRVW VL[ PRQWKV RI GLVDJUHHPHQW ZLWKLQ WKH %DQN RI (QJODQG¶V 0RQHWDU\ 3ROLF\ &RPPLWWHH
03& DW LWV )HEUXDU\  PHHWLQJ WKH &RPPLWWHH XQDQLPRXVO\ DJUHHG WR OHDYH LQWHUHVW UDWHV
XQFKDQJHG DW  7KH PLQXWHV RI WKLV PHHWLQJ %DQN RI (QJODQG  UHYHDO WKDW WKH %DQN
GLVFXVVHGLWVRSWLRQVLQWKHIDFHRIFRQWLQXLQJORZUDWHVRILQIODWLRQZLWK&3,DWLQ'HFHPEHU
±EHORZWKH%DQN¶VWDUJHWRIWKHVHLQFOXGHGH[SDQGLQJLWV4(SURJUDPPHEH\RQGELOOLRQDQG
PDNLQJUHGXFWLRQVIURPWRWKH%DQNEDVHUDWH7KHVDPHPLQXWHVVKRZWKDWDOOPHPEHUVRIWKH
&RPPLWWHHH[SHFW LQWHUHVW UDWHV WR LQFUHDVHRYHU WKHQH[W WKUHH\HDUV WKRXJKRQHPHPEHU WKRXJKW LW
HTXDOO\ OLNHO\ WKDW LQWHUHVWUDWHVZRXOGEH ORZHUHGDV LQFUHDVHG7KH%DQN LVFORVHO\ZDWFKLQJ LQIODWLRQ
H[SHFWDWLRQVLQSDUWLFXODUWRVHHKRZORZLQIODWLRQEHFRPHVRYHUWKHILUVWKDOIRIDQGWKHH[WHQWRI
DQ\ GHIODWLRQ ,Q KLV SUHVHQWDWLRQ WKH %DQN¶V *RYHUQRU 0DUN &DUQH\ ZDV NHHQ WR HPSKDVLVH WKH
%DQN¶V H[SHFWDWLRQ WKDW &3, LQIODWLRQ LV OLNHO\ WR WXUQ QHJDWLYH EXW WKDW WKLV ZLOO EH ³EULHI´ DQG ZLOO EH
ORFDOLVHG WR WKH LPSDFWV RI IRRG DQG IXHO SULFHV ODUJHO\ DIIHFWHG E\ WKH UHGXFWLRQ LQ WKH RLO SULFH $
SURORQJHGSHULRGRIGHIODWLRQDFURVVPDQ\FDWHJRULHVRISULFHVZKLFKIHHGVLQWRLQIODWLRQH[SHFWDWLRQV
FRXOGEHYHU\GDPDJLQJIRUDUHFRYHU\ZKLFKKDVVHHQWKHUHFHQWTXDUWHUV¶RIJURZWKGULYHQODUJHO\E\
LQGHEWHGKRXVHKROGGHPDQG

8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
Households 
,W LV HYLGHQW IURP )LJXUH  WKDW KRXVHKROG VSHQGLQJ KDV GULYHQ D FRQVLGHUDEO\ SRUWLRQ RI HFRQRPLF
DFWLYLW\ LQ 6FRWODQG 2Q DYHUDJH EHWZHHQ 4  DQG 4  KRXVHKROG FRQVXPSWLRQ KDV
FRQWULEXWHGSHUFHQWDJHSRLQWVWRQRPLQDOTXDUWHUO\JURZWKZLWK*URVV)L[HG&DSLWDO)RUPDWLRQDQG
*RYHUQPHQWRQO\FRQWULEXWLQJDQGSRLQWVUHVSHFWLYHO\1HWWUDGHKDVFRQWULEXWHGDQDYHUDJH
RIminusSHUFHQWDJHSRLQWVRYHUWKHVDPHSHULRGLQGLFDWLQJLVVXHVERWKRI6FRWODQG¶VQDUURZH[SRUW
EDVHDQGWKHHFRQRPLFKHDOWKSDUWLFXODUO\RI(XUR]RQHHFRQRPLHV:KDWLVDOVRFOHDUIURP)LJXUHLV
WKDWWKHYRODWLOLW\RIUHDOFRQVXPSWLRQVSHQGLQJJURZWKFRQWLQXHVWREHJUHDWHULQ6FRWODQGWKDWWKH8.
DVDZKROHDQGWKDWFRQVXPSWLRQH[SHQGLWXUHVLQFHWKHVWDUWRIKDVJURZQUHDVRQDEO\VWURQJO\,Q
WKH PRVW UHFHQW TXDUWHU IRU ZKLFK GDWD LV DYDLODEOH 4  FRQVXPHU VSHQGLQJ JUHZ E\  LQ
6FRWODQGDQGLQWKH8.DVDZKROH7KHKRXVHKROGVDYLQJVUDWLRIRUWKH8.KDVFRQWLQXHGWREH
DURXQGDQGDERXWSHUFHQWDJHSRLQWVEHORZLWVSUHUHFHVVLRQDYHUDJH ,Q6FRWODQG WKHVDYLQJV
UDWLRZDVLQ4ZKLFKLVDFWXDOO\VOLJKWO\KLJKHUWKDQLWVORQJWHUPDYHUDJH
 
Figure 1:&RQWULEXWLRQWRQRPLQDOTXDUWHUO\JURZWK6FRWODQG4WR4SRLQWVTRQT

Sources: Scottish National Accounts Project (SNAP) data (Scottish Government) and Fraser of Allander Institute (FAI) calculations. 
The columns shows the percentage point contribution of each element to quarterly Scottish (nominal) GVA growth, while the solid 
black line shows nominal GVA growth for Scotland for each quarter, e.g. in Q3 2014, household and government spending contributed 
positively to GVA growth, while there were small negative contributions from investment (for the first quarter since Q4 2012 and net 
trade (for the six successive quarter). 
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Figure 2:+RXVHKROGUHDOFRQVXPSWLRQVSHQGLQJJURZWK6FRWODQGDQG8.4WR4T
RQT

Sources: Scottish National Accounts Project (SNAP) data (Scottish Government) and UK Quarterly National Accounts (National 
Statistics) and FAI calculations.  
Investment 
)LJXUHVKRZVFRPSDUDEOHILJXUHVIRU6FRWODQGDQGWKH8.IRULQYHVWPHQWVSHQGLQJEHWZHHQ4
DQG47KHVHVXJJHVWWKDWLQYHVWPHQWVSHQGLQJLQ6FRWODQGDQG8.DUHERWKDERXWDERYH
LWVDYHUDJHIURP7KHFRQWULEXWLRQPDGHE\LQYHVWPHQWVSHQGLQJWKURXJKDQGWKHILUVWKDOIRI
 LVFOHDUDOVR IURP)LJXUH EHIRUHDVPDOOQRPLQDOGHFOLQH LQ LQYHVWPHQWVSHQGLQJ LQ4
2YHUD ORQJHU WLPHKRUL]RQ UHDOFXUUHQW LQYHVWPHQWVSHQGLQJ LVEURDGO\DW WKHVDPHOHYHODVSUHYLRXV
KLJKVLQ5HFHQWVXUYH\HYLGHQFH±FRYHUHGLQWKHReview of Business SurveysVHFWLRQ±VXJJHVWV
WKDWDQXPEHURIVHFWRUVDUHEXOOLVKDERXWLQYHVWPHQWSODQVIRU7KH%DQNRI(QJODQG¶V1RYHPEHU
,QIODWLRQ 5HSRUW %DQN RI (QJODQG  S  QRWHG WKDW WKH RXWORRN IRU EXVLQHVV LQYHVWPHQW ZDV
UREXVWVXSSRUWHGE\³FRQGXFLYHILQDQFLQJGHFLVLRQVDQGH[SDQGLQJGRPHVWLFGHPDQG´7KRXJKGHPDQG
XQFHUWDLQW\ ZDV DJDLQ LPSRUWDQW LW DSSHDUHG WR KDYH ³UHFHGHG´ RYHU  7KH %DQN KDG SUHYLRXVO\
ZDUQHGRIWKHFKDQFHWKDWH[FHVVFDSLWDOLQILUPVZDVSRWHQWLDOO\KROGLQJEDFNQHZLQYHVWPHQW5HFHQW
VXUYH\UHVXOWVKRZHYHUVXJJHVWWKDWWKLVIHDULVQRWUHVWUDLQLQJLQYHVWPHQW
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Figure 3:5HDOJURVVIL[HGFDSLWDOIRUPDWLRQ6FRWODQGDQGWKH8.4WR4

Sources: Scottish National Accounts Project (SNAP) data (Scottish Government) and UK Quarterly National Accounts (National 
Statistics) and FAI calculations
Trade 
([SRUWV IURP 6FRWODQG ZHUH UHSRUWHG RQ WKHWK RI -DQXDU\  LQ WKH *OREDO &RQQHFWLRQV 6XUYH\
7KHVHDUHQRW WLPHO\QRU UREXVW GDWD LQ WKDW WKH ODWHVW ILJXUHV UHODWH WRDQGDUHGHQRPLQDWHG LQ
QRPLQDO WHUPVKRZHYHU WKH\GRSURYLGHDJRRGEUHDNGRZQRI WKHVHFWRUDO FRPSRVLWLRQRI6FRWODQG¶V
H[SRUWVLHZKDW LQGXVWULHVH[SRUW LQ6FRWODQGDQGWKHGHVWLQDWLRQPDUNHWVIRU6FRWWLVKSURGXFWV7KH
KHDGOLQH QXPEHUV VKRZHG D QRPLQDO LQFUHDVH LQ LQWHUQDWLRQDO LH H[8. H[SRUWV RI  PLOOLRQ
 EHWZHHQ  DQG  :KLOH WKHUH ZHUH UHGXFWLRQV LQ VRPH VHFWRUV LQFOXGLQJ D VPDOO
UHGXFWLRQRIPLOOLRQLQWKHYDOXHRIZKLVN\H[SRUWVWKHUHZHUHVWURQJSHUIRUPDQFHVLQUHILQHGSHWURO
DQGFKHPLFDOSURGXFWVFRPSXWHUWUDQVSRUWDQGPDFKLQHU\HTXLSPHQWDVZHOODVLQWUDQVSRUWDWLRQ7KH
WRS WZR H[SRUW VHFWRUV UHPDLQ GRPLQDQWO\ IRRG DQG GULQN DQG UHILQHG SHWUROHXP ZKLFK MRLQWO\ DUH
UHVSRQVLEOH IRU RYHU  RI 6FRWODQG¶V LQWHUQDWLRQDO H[SRUWV 7KH ILYH WRS GHVWLQDWLRQV IRU 6FRWODQG¶V
LQWHUQDWLRQDOH[SRUWVDUHE\YDOXHUHVSHFWLYHO\WKH86$1HWKHUODQGV*HUPDQ\)UDQFHDQG'HQPDUN
,QDOORYHURI6FRWODQG¶V LQWHUQDWLRQDOH[SRUWVDUHWR(XURSHDQPDUNHWV(QFRXUDJLQJO\H[SRUWV WR
(XURSHDQ8QLRQFRXQWULHVLQFUHDVHGVWURQJO\ZKLOHWKHUHZHUHDFWXDOUHGXFWLRQVLQWKHYDOXHRI
H[SRUWV WR$VLDGRZQPLOOLRQRU6FRWODQG¶VH[SRUWV WR WKHUHVWRIWKH8.URVHPRUHVORZO\
WKDQLWVLQWHUQDWLRQDOH[SRUWVLQFUHDVLQJE\PLOOLRQ
7KHPRVWUHFHQWVWDWLVWLFVRQ6FRWWLVKH[SRUWVWRWKHUHVWRIWKHZRUOG±FRYHULQJPDQXIDFWXULQJH[SRUWV
DORQH URXJKO\RI6FRWWLVKH[SRUWVRXWVLGHRI WKH8.± VKRZ WKDW WKHUHZDVTXDUWHUO\ JURZWKRI
LQWKHILQDOTXDUWHURIWKHWKLUGVXFKFRQVHFXWLYHTXDUWHUO\LQFUHDVH([SRUWVZHUHKHOSHGE\
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DFRQWLQXLQJUHERXQGRIH[SRUWV IURPUHILQHGSHWUROHXPDFWLYLWLHVXSLQ4IROORZLQJDQG
LQFUHDVHVLQ4DQG4UHVSHFWLYHO\7KHH[SRUWILJXUHVUHPDLQDIIHFWHGE\WKHVKXWGRZQRIWKH
*UDQJHPRXWK IDFLOLWLHV WKURXJK WKHHQGRI KRZHYHU WKH OHYHO RIH[SRUWV IRU WKLV VHFWRU KDVQRZ
DOPRVWUHWXUQHGWRWKH OHYHOVRI4'DWDIRU WKHGULQNVVHFWRU±ZKLFKVDZDGHFOLQH LQDV
UHSRUWHG DERYH ± VXJJHVWV PRUH SRVLWLYH QHZV WKURXJK  ZLWK VPDOO SRVLWLYH JURZWK LQ WKH ILUVW
WKUHHTXDUWHUVRIWKH\HDU
,QWHUPVRINH\PDUNHWVIRU6FRWWLVKSURGXFWVWKHODWHVWILJXUHVVXJJHVWOLWWOHURRPIRURSWLPLVPDERXWWKH
VKRUWWHUPWUDMHFWRU\RI6FRWWLVKH[SRUWV0DUNLW¶V30,IRUWKH(XUR]RQHLQ)HEUXDU\WK)HEUXDU\
VXJJHVWHGD IXUWKHU LPSURYHPHQW LQDFWLYLW\± WKUHHFRQVHFXWLYHPRQWKVRI LPSURYLQJEXVLQHVVDFWLYLW\
PHDVXUHV±DQGLWQRWHGWKDWWKH(XUR]RQHHFRQRP\DVDZKROHDSSHDUHGWREHJDLQLQJVRPHJURZWK
PRPHQWXPLQSDUWGULYHQE\WKHVWURQJHVWJURZWKILQ)UDQFHLQDOPRVWIRXU\HDUV*URZWKLQWKH86LV
IRUHFDVWWRVWUHQJWKHQWKRXJKLWLVWKHRQO\RQHRI6FRWODQG¶VPDMRULQWHUQDWLRQDOH[SRUWPDUNHWVWRKDYH
LWVJURZWK IRUHFDVWV IRUDQGUHYLVHGXSE\ WKH ,QWHUQDWLRQDO0RQHWDU\)XQG,0) VLQFH LWV
2FWREHU ¶V IRUHFDVWV ,QGHHG LW DSSHDUV WKDW ZLWKRXW JURZWK LQ 86 PDUNHWV 6FRWODQG¶V H[SRUW
SHUIRUPDQFHZRXOGEHVLJQLILFDQWO\ZRUVH7DEOHVKRZVWKHIRUHFDVWVIRUJURZWKLQNH\JOREDOPDUNHWV
IRU 6FRWWLVK SURGXFWV WKURXJK  DQG  6LQFH RXU ODVW IRUHFDVWV LQ 1RYHPEHU  HFRQRPLF
IRUHFDVWV IRU WKH 8. DV D ZKROH KDYH EHHQ UHYLVHG GRZQ VOLJKWO\ IRU  7KH DYHUDJH RI 
IRUHFDVWVLQ)HEUXDU\LVDQGUDQJHEHWZHHQDQGDYHU\VPDOOUDQJHJLYHQKRZ
HDUO\LQWKH\HDUZHDUHFXUUHQWO\)RUHFDVWVIRUDYHUDJHDQGUDQJHEHWZHHQDQG
+07UHDVXU\

Table 1:(FRQRPLFJURZWKIRUHFDVWVIRUDQGIRU6FRWODQG¶VPDMRUH[SRUWPDUNHWVSOXV8.
&KLQD-DSDQDQGWKH(XURDUHDSD

     

6KDUHRIWRWDO
LH
LQWHUQDWLRQDO
DQGUHVWRIWKH
8.H[SRUWV

,0)-DQXDU\

5HYLVLRQVLQFH
2FWREHU 2(&'
1RYHPEHU

,0)-DQXDU\

5HYLVLRQVLQFH
2FWREHU 2(&'
1RYHPEHU

86$       
1HWKHUODQGV       
*HUPDQ\       
)UDQFH       
'HQPDUN       
1RUZD\       
       
8QLWHG
.LQJGRP       
&KLQD       
-DSDQ       
(XURDUHD       
Sources: World Economic Outlook Update (International Monetary Fund, IMF, January 2015) and Economic Outlook (Organisation for 
Economic Cooperation and Development, OECD, November 2014) Notes: “-” indicates a country forecast is not produced. 
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Forecasts for the Scottish economy: Detail 
,Q-XQHZHLGHQWLILHGWKDWWKHUHZDVDQDSSDUHQWFRROLQJRIWKH6FRWWLVKHFRQRP\DVLWHQWHUHGWKH
VHFRQGKDOIRIWKH\HDU7KLVKDVEHHQERUQHRXWE\WKHGDWDZHKDYHFXUUHQWO\DQGLWLVOLNHO\WKDWWKH
6FRWWLVKHFRQRP\DVDZKROHJUHZE\DURXQGLQWKHILQDOTXDUWHURI±EURDGO\VLPLODUWR LWV
JURZWKLQ4EXWGRZQIURPJURZWKRIDQGVHHQLQ4DQG4UHVSHFWLYHO\7KLVJURZWK
RXWWXUQ ZRXOG VXJJHVW WKDW  VDZ JURZWK RI DURXQG  WKHKLJKHVW DQQXDO JURZWK VLQFH 
:KLOHWKHUHDUHDQXPEHURISRVLWLYHVIURPPRVWUHFHQWVXUYH\VRIWKH6FRWWLVKHFRQRP\LWLVOLNHO\WKDW
JURZWKLQWKHILUVWTXDUWHURIZLOOEHLQOLQHZLWKWKHSHUIRUPDQFHRIWKHVHFRQGKDOIRIUDWKHU
WKDQWKHSUHFHGLQJVL[PRQWKV
/RRNLQJWRWKHORQJHUWHUPLWDSSHDUVDJDLQWKDWKRXVHKROGVSHQGLQJLVOLNHO\WRFRQWLQXHWRGULYHPXFK
RIWKHGHYHORSLQJHFRQRPLFUHFRYHU\:DJHJURZWKIRUWKH8.DVDZKROHLQFUHDVHGE\LQWKHILQDO
WKUHHPRQWKVRIDQGZLWK WKH ORZ UDWHRI&3, LQIODWLRQ UHDO LQFRPHVDUH OLNHO\ WR ULVH IXUWKHUDV
ZDJH JURZWK LQFUHDVHV WKURXJK  %XVLQHVV LQYHVWPHQW LQWHQWLRQV UHPDLQ LQ JURZWK WHUULWRU\ DQG
WKHUH DSSHDUV WR EH VRPH VWDELOLW\ WR WKH UHFRYHU\ LQ WKH UHVW RI WKH 8. ± 6FRWODQG¶V ODUJHVW WUDGLQJ
PDUNHW
$GGLWLRQDOO\WKHUHFHQWIDOOLQWKHRLOSULFHDQGVXEVHTXHQWUDSLGIDOOLQ&3,LQIODWLRQZRXOGEHH[SHFWHG
WR UHGXFH LQSXW FRVWV WREXVLQHVV DQG DFW DV DQ HIIHFWLYHZDJH LQFUHDVH WRKRXVHKROGV LQ SDUWLFXODU
ZKHUH HQHUJ\ SULFHV UHIOHFW WKHVH VLJQLILFDQW IDOOV IRU H[DPSOH LQ SHWUROGLHVHO SULFHV DQG GRPHVWLF
HOHFWULFLW\DQGJDVELOOV7KH%DQNRI(QJODQGEQRWHVWKDWZKLOHEXVLQHVVHVPD\VHHDIDOOLQWKHLU
FRVWVWKHLPSDFWRQEXVLQHVVLQYHVWPHQWLVXQFOHDUVRPHLQYHVWPHQWFRXOGEHHQFRXUDJHGE\WKHORZHU
RLO SULFHEXW WKHUHPD\ DOVR EH UHGXFWLRQV LQ LQYHVWPHQW LQ WKH 8. &RQWLQHQWDO 6KHOI 8.&6 7KLV LV
FOHDUO\QRWSRVLWLYHQHZVIRUDOOSDUWVDQGVHFWRUVRIWKH6FRWWLVKHFRQRP\KRZHYHULWLVWRRHDUO\WRVD\
ZKDW WKH LPSDFWFRXOGEHRYHU WKHPHGLXPRU ORQJHU WHUPRQWKHRLODQGJDVVHFWRUDQGDFWLYLW\ LQ WKH
8.&6DQGWKH1RUWK(DVWRI6FRWODQGHFRQRP\,QWKHDEVHQFHRIWKHRLOSULFHUHERXQGLQJVLJQLILFDQWO\
PDQ\KDYHVSHFXODWHGWKDWWKHUHFRXOGEHDSHULRGRIORZRLOSULFHVRYHUWKHQH[WFRXSOHRI\HDUVRUVR
,Q WKHDEVHQFHRIDSHULRGRIGHIODWLRQ IRU WKH8.±ZKLFK WKH%DQNRI(QJODQGKDVVXJJHVWHGFRXOG
DULVHEXWLVOLNHO\WREHRQO\EULHI±DUHODWLYHO\EULHISHULRGRIORZRLOSULFHVFRXOGEHOLNHO\WRKDYHDnet 
positive impact RQ 6FRWODQG¶V RQVKRUH HFRQRP\ LH WKH EDVLV RQ ZKLFKTXDUWHUO\ ILJXUHV RQ 6FRWWLVK
*'3LVFDOFXODWHGDQGUHSRUWHGZKLFKGRHVQRWGLUHFWO\LQFOXGHDFWLYLW\LQWKH8.&6
+RZHYHUZHZRXOGDQWLFLSDWHWKHUHUHPDLQVLJQLILFDQWULVNVWRWKHGRZQVLGHRQWKHVHIRUHFDVWVDQGWKDW
WKHVHDUHQRWVROHO\UHODWHGWRWKHXQFHUWDLQW\DURXQGWKHIXWXUHRLOSULFH,WLVFOHDUWKDWGRZQVLGHULVNVWR
(XUR]RQHHFRQRPLFDFWLYLW\FDQQRWEHLJQRUHG±LQGHHGWKH4XDQWLWDWLYH(DVLQJ³ED]RRND´DQQRXQFHG
E\ WKH(XURSHDQ&HQWUDO%DQN(&%RQQG-DQXDU\ZLWKD ODUJHU WKDQH[SHFWHGVFDOHRI¼
WULOOLRQ±LVDQH[SOLFLWDWWHPSWWRERRVWVWUXJJOLQJHFRQRPLFFRQGLWLRQVDQGSUHYHQWWKH(XUR]RQHHQWHULQJ
GHIODWLRQ7KHVXFFHVVRIWKLVSROLF\DQGWKHH[LVWHQWLDOWKUHDWIURP*UHHNGHEWQHJRWLDWLRQVDQGSRVVLEOH
(XURH[LWUHYHDOVRPHRIWKHVLJQLILFDQWGRZQVLGHULVNWKDWUHPDLQVWRWKHVHPDMRUPDUNHWVIRU6FRWODQG
7KH ,QVWLWXWH IRU )LVFDO 6WXGLHV QRWHV WKDW KDOI WKH *RYHUQPHQW¶V ILVFDO FRQVROLGDWLRQ UHODWLYH WR 
UHPDLQV WREH LPSOHPHQWHGDIWHUDQG WKDW LW LV OLNHO\ WREHPDGH WKURXJK IXUWKHUJRYHUQPHQW
H[SHQGLWXUHUHGXFWLRQV
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Results 
,QWKLVVHFWLRQRIWKHCommentaryZHIRUHFDVW\HDURQ\HDUUHDOJURZWKLQ6FRWODQG¶VNH\HFRQRPLFDQG
ODERXUPDUNHWYDULDEOHV,QWKLVLVVXHZHIRUHFDVWDOOYDULDEOHVIRUDQG7KHJURZWKRI
WKH 6FRWWLVK HFRQRP\ LQ WKH ILQDO TXDUWHU LV SXEOLVKHG LQ PLG$SULO  ZKLFK ZLOO FRPSOHWH RXU ILUVW
XQGHUVWDQGLQJRI6FRWWLVKHFRQRPLFSHUIRUPDQFHGXULQJ2XU IRUHFDVWV FRYHU6FRWODQG¶V*URVV
9DOXH$GGHG *9$HPSOR\HH MREVDQGXQHPSOR\PHQW7KHPRGHOXVHG LVPXOWLVHFWRUDODQGZKHUH
XVHIXOUHVXOWVDUHUHSRUWHGWREURDGVHFWRUDOFDWHJRULHV
:H EHJLQ ZLWK WKH IRUHFDVWV IRU *9$ JURZWK LQ WKH 6FRWWLVK HFRQRP\ 7KH JURZWK SHUIRUPDQFH RI
6FRWODQGEHWZHHQDQGDQGRXUIRUHFDVWVIRUWKHSHULRGWRDUHVKRZQLQ)LJXUH7KLV
DOVRLQFOXGHVRXUXSSHUDQGORZHUIRUHFDVWVJURZWK$VSUHYLRXVO\WKHUDQJHDURXQGWKHFHQWUDOIRUHFDVW
LVEDVHGRQRXUSDVWIRUHFDVWDFFXUDF\RIWKHILUVWUHOHDVHRIJURZWKGDWDIRUWKH\HDU
%DVHGRQHDUOLHU IRUHFDVWV VLQFH WKHPHDQDEVROXWHHUURU RI IRUHFDVWV LQ WKH VSULQJSHULRGDQG
JURZWKLQWKH\HDUSUHYLRXVLHLQWKLVIRUHFDVWLVSHUFHQWDJHSRLQWV*URZWKIRUHFDVWHUURUV
PDGHLQVSULQJIRUWKH\HDUFXUUHQWO\LQSURJUHVVDUHSHUFHQWDJHSRLQWV7KLVJLYHVWKHUDQJHIRUWKH
XSSHUDQG ORZHUEDQGV LQDQG6RPHUHFHQW IRUHFDVWHYDOXDWLRQV IRU WKH2(&'IRXQG WKDW
WKDWRUJDQLVDWLRQVDYHUDJHDEVROXWHHUURUIRUFXUUHQW\HDU8.JURZWKIRUHFDVWVPDGHLQ0D\RIWKH\HDU
LQ SURJUHVV ZDV  SHUFHQWDJH SRLQWV 3DLQ et al  2XU SDVW IRUHFDVW HUURUV IRU WKH ORQJHVW
IRUHFDVWKRUL]RQLVSHUFHQWDJHSRLQWVVRWKLVLVXVHGWRJLYHWKHUDQJHDURXQGRXUFHQWUDOIRUHFDVW
IRU
5HODWLYHWRRXU1RYHPEHUIRUHFDVWVZHKDYHQRZUHYLVHGXSRXUFHQWUDOIRUHFDVWIRU*9$JURZWKLQ
IURPWRLHDQXSZDUGUHYLVLRQRISHUFHQWDJHSRLQWVDQGODUJHO\GULYHQE\EHWWHU
WKDQH[SHFWHGJURZWKRXWFRPHVWKURXJKWKHILUVWKDOIRI LQSDUWLFXODU WKHVWURQJHUWKDQH[SHFWHG
SHUIRUPDQFH LQ WKH VHFRQG TXDUWHU 2XU IRUHFDVW IRU  KDV EHHQ UHYLVHG XS IURP  WR 
ODUJHO\DVDUHVXOWRIXSZDUGLPSURYHPHQWVLQLQYHVWPHQWVLJQDOVDWWKHVWDUWRI2XUQHZIRUHFDVW
IRULVUHYLVHGXSIURPLQ1RYHPEHUDQGWKHVDPHDVRXULQLWLDOHVWLPDWHIRU
PDGHLQWKH-XQH&RPPHQWDU\
)RU FRPSDULVRQ SXUSRVHV WKH 8.¶V 2IILFH IRU %XGJHWDU\ 5HVSRQVLELOLW\ 2%5 IRUHFDVW IRU JURZWK LQ
PDGHLQ'HFHPEHUDQGWKHPHGLDQRIQHZLQGHSHQGHQWJURZWKIRUHFDVWVIRUWKH8.LQ
DUH  DQG  UHVSHFWLYHO\ ZKLOH IRU  WKH UHVSHFWLYH ILJXUHV DUH RI  DQG 
UHVSHFWLYHO\
,QDGGLWLRQWRWKHDJJUHJDWHJURZWKIRUHFDVWVLQRXUFHQWUDOVFHQDULR7DEOHSUHVHQWVRXUIRUHFDVWVIRU
*9$JURZWKLQDQGIRUWKUHHEURDGVHFWRUDOJURXSLQJVWKH³SURGXFWLRQ´³FRQVWUXFWLRQ´
DQG³VHUYLFHV´VHFWRUVRIWKH6FRWWLVKHFRQRP\


8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
 
Figure 4:)RUHFDVWVRIDQQXDOUHDO*9$JURZWKIRU6FRWODQGWR 

Sources:)UDVHURI$OODQGHU,QVWLWXWHIRUHFDVWV0DUFK

Table 2:6FRWWLVK*9$JURZWKE\VHFWRUWR
   
*9$   
   
3URGXFWLRQ   
&RQVWUXFWLRQ   
6HUYLFHV   
Source:)UDVHURI$OODQGHU,QVWLWXWHIRUHFDVWV0DUFK
Employment and unemployment 
'HWDLOHG FRPPHQWDU\ RQ UHFHQW GHYHORSPHQWV LQ WKH 6FRWWLVK ODERXU PDUNHWV FDQ EH IRXQG LQ WKH
2YHUYLHZRIWKH6FRWWLVK/DERXU0DUNHWVHFWLRQRIWKLVCommentary. +HUHZHSUHVHQWRXUIRUHFDVWVIRU
WKHQXPEHURIHPSOR\HHMREVLQWKH6FRWWLVKHFRQRP\:HIRUHFDVWWKHQXPEHUVHFWRUDOEUHDNGRZQDQG
SHUFHQWDJHFKDQJHV LQHPSOR\HH MREVDW WKHHQGRIDQGUHVSHFWLYHO\DVZHOODVWKH
,/2PHDVXUHRIXQHPSOR\PHQWRYHUWKHVDPHSHULRG
7KHPRVWXSWRGDWHHPSOR\HHMREVVHULHVIRU6FRWODQGVKRZVWKDWWKHUHZHUHHPSOR\HHMREV
LQ6FRWODQGLQWKHWKLUGTXDUWHURIDQLQFUHDVHRIMREVIURPWKHHQGRI7KLVOHYHORI
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8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
HPSOR\HH MREV LV QRZ  MREV VKRUW RI WKH SHDN RI HPSOR\HH MREV LQ 6FRWODQG LQ 4 

2XUQHZIRUHFDVWVIRUHPSOR\HHMREVDUHVKRZQLQ7DEOHDORQJVLGHDVHFWRUDOEUHDNGRZQRIHPSOR\HH
MREQXPEHUV7KHQXPEHURI WRWDOHPSOR\HH MREV LV IRUHFDVW WR LQFUHDVH LQHDFK\HDUDQG WKH\KDYH
EHHQUHYLVHGXSVOLJKWO\VLQFHRXU1RYHPEHUIRUHFDVWV7KHQXPEHURIMREVDWWKHHQGRILV
QRZIRUHFDVW WREHDQ LQFUHDVHRILQXSIURPZLWKDQXSZDUGUHYLVLRQRI
MXVWRYHUMREVVLQFH1RYHPEHU¶VIRUHFDVW2XUQHZIRUHFDVWLVWKDWWKH6FRWWLVKHFRQRP\ZLOODGG
MREVLQXSE\IURPRXU1RYHPEHUIRUHFDVWDQGMREVLQXSE\DOPRVW
IURPRXU1RYHPEHUIRUHFDVW:HQRZIRUHFDVW WKHQXPEHURIHPSOR\HH MREV LQ6FRWODQGZLOOEH
DERXWDERYHLWVSUHYLRXVSHDNE\WKHHQGRI7KHQHWFKDQJHLQHPSOR\HH MREVFRQVLVWHQW
ZLWKRXUXSSHUFHQWUDODQGORZHUIRUHFDVWVLVVKRZQLQ7DEOH

Table 3:)RUHFDVWVRI6FRWWLVKHPSOR\HHMREVµVH[FHSWZKHUHVWDWHGDQGQHWFKDQJHLQHPSOR\HH
MREVLQFHQWUDOIRUHFDVWWR
   
7RWDOHPSOR\HHMREV'HF
                       2,409,850                         2,461,200          2,518,800  
1HWDQQXDOFKDQJHMREV
                             53,850                               51,350                57,600  
FKDQJHIURPSUHYLRXV\HDU
2.3% 2.1% 2.3% 

   
$JULFXOWXUHMREVV
                                      39                                        42                        46  
$QQXDOFKDQJH
                                3,750                                  3,400                  3,550  
3URGXFWLRQMREVV
                                   243                                     248                      254  
$QQXDOFKDQJH
                                2,900                                  5,150                  6,100  
&RQVWUXFWLRQMREVV
                                   133                                     135                      138  
$QQXDOFKDQJH
                                2,050                                  2,100                  2,450  
6HUYLFHVMREVV
                                1,995                                  2,036                  2,081  
$QQXDOFKDQJH
                             45,150                               40,650                45,450  
 
Note: Absolute job numbers are rounded to the nearest 50.  
Source: Fraser of Allander Institute forecasts, March 2015  


Table 4:1HWDQQXDOFKDQJHLQHPSOR\HHMREVLQFHQWUDOXSSHUDQGORZHUIRUHFDVWWR
   
8SSHU   
&HQWUDO   
/RZHU   

Note: Absolute job numbers are rounded to the nearest 50.  
Source: Fraser of Allander Institute forecasts, March 2015  

:HSUHVHQWRXW IRUHFDVWV IRUXQHPSOR\PHQWDW WKHHQGDQG LQRXU FHQWUDO VFHQDULR LQRXU
FHQWUDOIRUHFDVWVLQ7DEOH,QOLQHZLWKWKHIRUHFDVWVSURGXFHGVLQFH-XQHZHUHSRUWWKHIRUHFDVW
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
QXPEHU DQG UDWH RI WKRVH XQHPSOR\HG XVLQJ WKH ,QWHUQDWLRQDO /DERXU 2UJDQLVDWLRQ GHILQLWLRQ RI
XQHPSOR\PHQW7KLV LVSUHIHUUHGWRWKHFODLPDQWFRXQWPHDVXUHDV LWJLYHVDPRUHFRPSOHWHSLFWXUHRI
WKHH[WHQWRIODERXUUHVRXUFHVDYDLODEOHIRUZRUNEXWXQDEOHWRILQGZRUNDQGVRLVDEHWWHUPHDVXUHVRI
WKHOHYHORIVSDUHFDSDFLW\LQWKH6FRWWLVKODERXUPDUNHW
,Q1RYHPEHUZHIRUHFDVWWKDWWKHXQHPSOR\PHQWUDWHZRXOGIDOOWRE\WKHHQGRI7KH
UHFHQWODERXUPDUNHWGDWDDWWLPHRIZULWLQJQG)HEUXDU\LQGLFDWHVWKDWWKH,/2XQHPSOR\PHQWUDWHLQ
WKHILQDOTXDUWHUZDV2XUQHZIRUHFDVWVIRUWKHXQHPSOR\PHQWUDWHLQ6FRWODQGDWWKHHQGRI
DQG  DUH  DQG  UHVSHFWLYHO\ )LJXUH  VKRZV ERWK WKH SHUIRUPDQFH RI ,/2 6FRWWLVK
XQHPSOR\PHQWUDWHVLQFHDVZHOODVRXU,/2XQHPSOR\PHQWUDWHFHQWUDOXSSHUDQGORZHUIRUHFDVWV
WR
 
Table 5:)RUHFDVWVRI6FRWWLVKXQHPSOR\PHQWLQFHQWUDOIRUHFDVWVWR
   
,/2XQHPSOR\PHQW   
5DWH   
 
Note: Absolute numbers are rounded to the nearest 50. 1 = Rate calculated as total ILO unemployment divided by total of 
economically active population aged 16 and over. The most recent labour market statistics are detailed in the Labour Market section. 
Source: Fraser of Allander Institute forecasts, March 2015  
 
Figure 4:6FRWWLVK,/2XQHPSOR\PHQWUDWHWRLQFOXGLQJIRUHFDVWVIURP

Sources:216DQG)UDVHURI$OODQGHU,QVWLWXWHIRUHFDVWV0DUFK

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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QG)HEUXDU\

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VXSHUVHGHGE\VXFFHVVLYHO\ORZHUSULFHVHYHQWXDOO\IDOOLQJWRMXVWRYHUEDUUHO6RZHNQRZWKDWDV
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
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SHUEDUUHO-DQXDU\WR-DQXDU\GDLO\DYHUDJHSULFH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
Source: Thomson Reuters 
:KDWHYHUWKHIDFWRUVWKDWDUHFDXVLQJWKLVUHFHQWDQGVLJQLILFDQWSULFHIDOO±DQGSODXVLEOHH[SODQDWLRQV
LQFOXGH WKH VORZHUWKDQH[SHFWHG IRUHFDVW IRU JOREDO HFRQRPLF JURZWK DQG KHQFH ORZHU JURZWK LQ
GHPDQG IRU HQHUJ\ LQFUHDVHG VKDOH RLO SURGXFWLRQ LQ 1RUWK $PHULFD DGGLQJ DERXW  WR JOREDO
VXSSO\ DQG FULWLFDOO\ WKH ± RQJRLQJ  GHFLVLRQ RI 6DXGL $UDELD DQG WKH ZLGHU 23(& JURXS not WR
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8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
GHIHQGWKHIRUPHURLOSULFHE\GHFUHDVLQJSURGXFWLRQLQWKHIDFHRIIDOOLQJSULFHV±WKH\DUHKDYLQJDQG
ZLOO FRQWLQXH WR LPSDFW VLJQLILFDQWO\ RQ WKH  JOREDO HFRQRP\ DV ZHOO DV RQ WKH 8. 6FRWWLVK DQG VXE
6FRWODQG HFRQRPLHV ± LQ DGGLWLRQ WR KDYLQJ VHULRXV VWUXFWXUDO LPSDFWV RQ WKH RLO DQG JDV DQG ZLGHU
HQHUJ\VHFWRUV
:KHQIDFHGZLWKWKHJOREDOG\QDPLFVRIRLOSULFHVZKDWLVQRWORVWRQHFRQRPLVWVDQGSROLF\PDNHUVLV
WKDWWKHFKDQJLQJRLOSULFHFRXOGKDYHVHULRXVHFRQRPLFLPSDFWVIRU6FRWODQGDQGSDUWVRIWKH6FRWWLVK
HFRQRP\ :KDW LV OHVV FOHDU KRZHYHU LV WKH H[WHQW WR ZKLFK WKLV SULFH UHGXFWLRQ ZLOO LPSDFW RQ WKH
6FRWWLVKHFRQRP\as a whole:HFRQVLGHUVHYHUDOIDFWRUVEHIRUHDWWHPSWLQJWRGUDZVRPHFRQFOXVLRQV
:HEHJLQE\ORRNLQJDWRLOSULFHVEHIRUHFRQVLGHULQJZKDWPLJKWEHWHUPHGWKHµJRRG¶DQGµEDG¶QHZV
DQGEHIRUHFRQVLGHULQJLWHPVIRUZKLFKLWLVGLIILFXOWWRDWWDFKHLWKHUDSRVLWLYHRUQHJDWLYHODEHO
Prices in the future 
:KDW LVGLIIHUHQW EHWZHHQ WKH UHFHQWSULFH IDOODQG WKDW RI LV WKHH[WHQW WRZKLFKSULFH IRUHFDVWV
KDYHPRYHG0DUNHWVZKLFKIDLOHGWRSUHGLFWWKHVSHFWDFXODUSULFHIDOODUHUHODWLYHO\FRQILGHQWWKDWSULFHV
ZLOOUHPDLQEHORZDURXQGDEDUUHOWKURXJKWRKRZHYHUDVVKDOHJDVSURGXFWLRQEHJLQVWRVORZ
DQGDVGHPDQGUHFRYHUVVOLJKWO\RYHUWKHFRPLQJ\HDUVWKLVFRXOGPHDQDIDVWHUWKDQH[SHFWHGUHWXUQWR
KLJKHU SULFHV 7KH VWDQFH RI 23(& DQG 6DXGL $UDELD UHPDLQV FULWLFDO ,I WKHLU FXUUHQW SROLF\ RI
PDLQWDLQLQJSURGXFWLRQOHYHOVZHUHWRFKDQJH±DQGRXWSXWWREHVKDUSO\FXUWDLOHG±WKHSULFHFRXOGVRRQ
ULVH ,W LV FHUWDLQO\ WUXH KRZHYHU WKDW YDULRXV SODXVLEOH VFHQDULRV IRU FRPLQJ ZHHNV DQG PRQWKV DUH
IHHGLQJWKURXJKWRXQFHUWDLQW\DQGKHQFHYRODWLOLW\LQIRUZDUGRLOPDUNHWV3ULFHYRODWLOLW\±PHDVXUHGE\
XVLQJIXWXUHVFRQWUDFWV±KDVLQFUHDVHGVKDUSO\RYHUWKHODVWVL[PRQWKVDQGQRZVWDQGVDWLWVKLJKHVW
OHYHOVIRURYHUILYH\HDUVLH,WZRXOGEHLQWHUHVWLQJWREHWWHUXQGHUVWDQGWKHVHSDUDWHEXWOLQNHG
HIIHFWVRQSURGXFWLRQDQGH[SORUDWLRQRIORZRLOSULFHVDQGKLJKIRUZDUGSULFHYRODWLOLW\
Employment and the UK Continental Shelf (UKCS) 
)RXU ILJXUHV QHHG WR ERUQH LQ PLQG ZKHQ WDONLQJ DERXW HPSOR\PHQW LQ WKH 8.&6 7KH ILUVW WZR DUH
PHDVXUHGZKLOH WKH ODWWHU WZRDUHHVWLPDWHGXVLQJHFRQRPLF WHFKQLTXHVDQGDUHSDUWO\EDVHGRQWKH
ILUVW WZR )LUVW WKH core workforce ± LH WKRVH ZRUNHUV VSHQGLQJ PRUH WKDQ  QLJKWV RIIVKRUH ±
WRWDOOHGDOPRVW28,000LQ2LODQG*DV8.6HFRQGLVWKHWRWDOoffshore workforce±LHDOO
WKRVHZKR WUDYHORIIVKRUHIRUDQ\ OHQJWKRI WLPH±ZDVDOPRVW62,000 LQDQGKDV ULVHQE\DERXW
 EHWZHHQ  DQG  2LO DQG *DV 8.  QRWH WKDW WKLV LQFUHDVH LV DWWULEXWDEOH WR
PDLQWHQDQFHSURJUDPPHVDQGLQYHVWPHQWSURMHFWVOLQNHGWRUHFHQWFDSLWDOVSHQGLQJ
2LODQG*DV8.DOVRSURGXFHD ILJXUH IRU WKH total employment in the UK which is supported by 
UKCS activities7KLVLVWKHVXPRIWKUHHHOHPHQWVWKHQXPEHURI³GLUHFW´MREVLHWKRVHLQWKHVHFWRU
LWVHOIPXOWLSOLHGE\DMREVPXOWLSOLHUZKLFKVKRZVWKHQXPEHURIMREVVXSSRUWHGE\HDFKGLUHFWMRE7KLV
PXOWLSOLHU WDNHV LQWR DFFRXQW WKH OLQNDJHV ZKLFK H[LVW EHWZHHQ RIIVKRUH DFWLYLWLHV DQG RQVKRUH
HPSOR\PHQW LQ VXSSRUWLQJ VHFWRUV ³LQGLUHFW MREV´ LH WKRVH HPSOR\HG LQ WKH SURGXFWLRQ RI JRRGV DQG
VHUYLFHVHWFWRWKHRIIVKRUHDFWLYLWLHVDQGLQWKHSURGXFWLRQRISDUWVUHTXLUHGIRUWKHSURGXFWLRQRIWKRVH
JRRGV DQG VHUYLFHV DQG VR RQ ,Q WKLV PHWKRGRORJ\ WKHVH LQGLUHFW MREV DUH DWWULEXWHG WR WKH 8.&6
DFWLYLW\2LODQG*DV8.WDNHGLUHFWHPSOR\PHQWRIDQGDMREPXOWLSOLHURI2LODQG*DV8.
WRHVWLPDWHdirect and indirectHPSOR\PHQWLQWKH8.RI240,000
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
7KHILQDOILJXUHLVWKHtotal employment supported by the UK oil and gas sectorZKLFK2LODQG*DV
8.HVWLPDWHDV440,000 2LODQG*DV8.7KLVLVSURGXFHGE\DGGLQJDQDGGLWLRQDOWZRDGGLWLRQDO
HOHPHQWVZLWKMREVHDFKWRWKHGLUHFWDQGLQGLUHFWILJXUHDERYH7KHILUVWRIWKHVHLVWKHLQGXFHG
HIIHFWLHWKHVSHQGLQJE\8.KRXVHKROGVRIZDJHVHDUQHGZKLOHWKHVHFRQGLVWKHQXPEHURIMREVLQ
WKH8.VXSSRUWHGE\RLO DQGJDVDFWLYLWLHV LQ WKH UHVW RI WKHZRUOG LH SURGXFLQJJRRGV IRU H[SRUW WR
LQWHUQDWLRQDOPDUNHWV
,WLVDOVRXVHIXOWRH[DPLQHZKHUHWKRVHZKRZRUNRIIVKRUHRQWKH8.&6DFWXDOO\UHVLGHDVWKLVJLYHVD
JHRJUDSKLFDOGLVWULEXWLRQRIWKHRIIVKRUHZRUNIRUFHDQGLQGLFDWLRQRIWKHJHRJUDSKLFDOUHJLRQDOLPSDFWRI
DQ\ VLJQLILFDQW FKDQJHV LQ ZRUNIRUFH QXPEHUV )RUWXQDWHO\ ILJXUHV IRU WKH UHVLGHQWLDO ORFDWLRQ RI WKH
RIIVKRUHZRUNIRUFHDUHDYDLODEOHIRUDVUHFHQWDV2LODQG*DV8.7KHVHVKRZWKDWRI
RIIVKRUHZRUNHUVOLYHLQWKH1RUWK(DVWRI6FRWODQGZLWKDIXUWKHUOLYLQJLQWKHUHVWRI6FRWODQG3XW
DQRWKHUZD\PRUHWKDQRIWKH8.&6ZRUNIRUFHOLYHRXWZLWK6FRWODQGZLWKRIWKHWRWDORIIVKRUH
ZRUNIRUFHOLYLQJLQWKHQRUWKHDVWRI(QJODQGIRUH[DPSOH
The good news? 
1. Low energy prices = higher  real incomes (for households) and lower input costs (for businesses)  
$QXPEHURIQHZVRXWOHWVKDYHUHSRUWHGWKDWDIDOO LQRLOSULFHVFRXOG OHDGWRDLQFUHDVH LQ
HFRQRPLFRXWSXW7KLVZRXOG OLNHO\ FRPH IURP ORZHUSULFHV VWLPXODWLQJKRXVHKROG LQFRPHV± WKURXJK
UHGXFLQJWKHFRVWVRIHQHUJ\±DQGLQFUHDVLQJWKHSXUFKDVLQJSRZHURIKRXVHKROGLQFRPHV,QWKLVZD\
WKHIDOOLQSULFHVZRXOGEHHTXLYDOHQWWRDZDJHLQFUHDVH7KHPRVWUHFHQWHFRQRPLFDFFRXQWVVXJJHVW
WKDW KRXVHKROG H[SHQGLWXUH RQ HQHUJ\ LQFOXGLQJ JDV HOHFWULFLW\ DQG WUDQVSRUW LV DURXQG  RI DOO
KRXVHKROGVSHQGLQJ$Q\UHGXFWLRQVLQ IXHOSULFHVFRXOGDOVRKDYHSRVLWLYHLPSDFWVIRUWKRVHRQORZHU
LQFRPHV IRU ZKRP HQHUJ\ FRPSULVH D KLJKHU SRUWLRQ RI WKHLU H[SHQGLWXUHV :KDW LV IXQGDPHQWDOO\
LPSRUWDQW IRU WKHVFDOHRI WKHVWLPXOXV WRKRXVHKROG LQFRPHV LV WKHH[WHQW WRZKLFK WKH IDOO LQSULFH LV
SDVVHGRQWRFRQVXPHUV
)XUWKHUPRUHLQGXVWULHVZKLFKDUHHQHUJ\LQWHQVLYHZLOOEHQHILWSDUWLFXODUO\IURPORZHUSURGXFWLRQFRVWV±
DQGDOO VHFWRUVZLOOEHQHILW IURP ORZHU LQSXWSULFHV'RPHVWLFHQHUJ\FRVWV±RLOJDVDQGHOHFWULFLW\±
EURDGO\FRPSULVHDURXQGRIDOOLQWHUPHGLDWHLQSXWFRVWVIRUWKH6FRWWLVKHFRQRP\DVDZKROHZKLOH
DOOHQHUJ\FRVWVDUHDURXQG7KHUHDUHSDUWLFXODUO\VHFWRUVIRUZKRPHQHUJ\DUHDODUJHUSRUWLRQRI
DOOLQWHUPHGLDWHLQSXWVVXFKDVSDUWVRIPDQXIDFWXULQJ7KLVEHLQJWUXHKRZHYHULWZRXOGRQO\LPSURYH
WKHFRPSHWLWLYHQHVVRI6FRWWLVKSURGXFWVHJIRUH[SRUWVZHUH6FRWWLVKH[SRUWLQJILUPVWREHSDUWLFXODUO\
PRUH HQHUJ\ LQWHQVLYH WKDQ WKHLU FRXQWHUSDUWV LQ RWKHU UHJLRQV DQG QDWLRQV DV DOO UHJLRQV DQG
HFRQRPLHVZRXOGEHQHILWIURPORZHULQSXWSULFHV
The bad news? 
1. Oil and gas production activity likely to reduce in the short to medium term  
7R WKH H[WHQW WKDW SURGXFWLRQ LV UHODWHG WRD KLJK DQGVWDEOH RLO SULFH WKH UHFHQW ODUJH IDOOV PLJKW EH
H[SHFWHG WR ORZHUSURGXFWLRQ ,QGHHGPDQ\PDMRURSHUDWRUV LQ WKH1RUWK6HDDUHDFWLYHO\ VHHNLQJ WR
UHGXFH WKHLUHPSOR\PHQW LQ WKH8.&6&KHYURQZDV WKH ILUVW WRDQQRXQFH MRE UHGXFWLRQVDQQRXQFLQJ
SODQVWRUHGXFHLWVHPSOR\PHQWLQ$EHUGHHQE\%%&1HZVLQ-XO\6KHOODQQRXQFHG
RQVKRUHMREORVVHVLQ$XJXVW%%&1HZVZKLOHLQ-DQXDU\WKHUHZHUHIRXUIXUWKHU
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
DQQRXQFHPHQWV%3DQQRXQFHGDWRWDORIMREORVVHV%%&1HZV6FKOXPEHUJHUDQQRXQFHG
D UHGXFWLRQ LQ LWV1RUWK6HD MREVRI 6FRWVPDQ7DOLVPDQ6LQRSHFVDLG LWZRXOGFXWDURXQG
 MREV EURDGO\ VSOLW DFURVV SHUPDQHQW DQG FRQWUDFW VWDII 7HOHJUDSK  DQG &RQRFR3KLOOLSV
DQQRXQFHGSODQVWRUHGXFHLWV8.HPSOR\PHQWE\E\URXJKO\5HXWHUV
7ZRSRLQWVVKRXOGEHPDGHKHUH)LUVW WKHVHDQQRXQFHGMREFKDQJHVDUHRQO\ WKRVH LQ WKHRSHUDWRUV
WKHPVHOYHVDQGWDNHQRDFFRXQWRI WKHSRVVLEOH LPSDFWRQVXSSOLHUVDQGWKHZLGHU MREVVXSSRUWHGE\
WKHVHFWRU8VLQJWKHVDPHMREVPXOWLSOLHUDV2LODQG*DV8.±ZKLFKLVKLJKHUWKDQIRUPDQ\VHFWRUV
WKHDQQRXQFHG MRE ORVVHVGHWDLOHGDERYHFRXOGPHDQ WKH ORVVRIPRUH WKDQ MREVDFURVV
WKH8.DVDZKROHWDNLQJDFFRXQWRIGLUHFWDQGLQGLUHFWHIIHFWV*LYHQWKHILJXUHVUHSRUWHGDERYHRQWKH
UHVLGHQFHVRIRIIVKRUHZRUNHUVLWLVOLNHO\WKDWDQ\indirectMREORVVHVFRXOGEHFRQFHQWUDWHGLQWKH1RUWK
(DVWRI6FRWODQGZKLOHWKHLQGXFHGHIIHFWVZRXOGKDYHDIDUZLGHUJHRJUDSKLFVSUHDGDFURVVWKH8.
2. Drilling activity in the UKCS will weaken, without any countervailing tax policy   
,QDGGLWLRQWRH[SORUDWLRQVXFFHVVDPDMRUSUHGLFWRURIH[SORUDWLRQDQGGULOOLQJDFWLYLW\KDVW\SLFDOO\EHHQ
H[SHFWDWLRQVRIDKLJKDQGVWDEOHRLOSULFH,W LVKLJKO\ OLNHO\ WKDWRQHRI WKHGLUHFWFRQVHTXHQFHVRID
VXVWDLQHGSHULRGRIORZSULFHVZLOOEHORZHUH[SORUDWLRQDFWLYLW\+RZHYHULWVKRXOGEHQRWHGWKDWWKHOHYHO
RIH[SORUDWLRQKDVEHHQIDOOLQJIRUWKHSDVWIHZ\HDUVDQGFXUUHQWH[SHFWDWLRQVDUHWKDWEHWZHHQDQG
H[SORUDWLRQZHOOVZLOOEHGULOOHGLQ7KHUHZHUHZHOOVGULOOHGLQZKLFKZDVZHOOEHORZWKH
DYHUDJHIRUWKHSUHYLRXVGHFDGH7KHH[SHFWHGRLOSULFHLVDFULWLFDOGHWHUPLQDQWRIIXWXUHGULOOLQJDFWLYLW\
H[SHFWDWLRQV KRZHYHU WKH GDWD VKRZV WKDW WKH ODVW IHZ \HDUV KDYH VHHQ VLJQLILFDQW GHFOLQHV LQ
H[SORUDWLRQDFWLYLW\ VRKLJKSULFHVper se VXFKDVH[LVWHGEHIRUHPLGDUHDQHFHVVDU\EXW QRW
VXIILFLHQWFRQGLWLRQIRUGULOOLQJDFWLYLW\3DUWRIWKLVLVH[SODLQHGE\WKHVFDOHRIILUPVXQGHUWDNLQJDSSUDLVDO
DQGH[SORUDWLRQZRUNZKLFK2LODQG*DV8.LGHQWLI\DVEHLQJVPDOOHUWKDQLQWKHSDVW±DQGVRWKH\DUH
OHVVDEOH WRDFFRPPRGDWHQRQVXFFHVVIXOH[SORUDWLRQGULOOLQJ±SDUWLFXODUO\ZKHQ WKHFRVWRIDSSUDLVDO
ZHOOVKDVLQFUHDVHGVLJQLILFDQWO\LHIURPPLOOLRQSHUZHOOLQWRSHUZHOO LQ2LODQG
*DV8.E
The good / bad news? 
1.  Decommissioning activity – up?
6KHOO DQQRXQFHG SODQV DW WKH VWDUW RI )HEUXDU\  IRU WKH GHFRPPLVVLRQLQJ RI WKH %UHQW 'HOWD
SODWIRUP'HFRPPLVVLRQLQJRI WKH8.&6RLODQGJDV IDFLOLWLHVKDVEHHQHVWLPDWHG WRFRVWEHD WR
ELOOLRQPDUNHWZLWKDODUJHQXPEHURIMREVWREHVXVWDLQHGRYHUPDQ\\HDUVWKURXJKWKHVHDFWLYLWLHV
$OWKRXJKFHUWDLQWRRFFXUIRUDOOSURMHFWVDWVRPHSRLQWWKHVSHFLILFGDWHVDVWRZKHQLQGLYLGXDOSURMHFWV
DQGSLSHOLQHVZLOOEHGHFRPPLVVLRQHGLVKLJKO\XQFHUWDLQKRZHYHUPDQ\IDFWRUVRWKHUWKDQWKHFXUUHQW
RLOSULFHLPSDFWRQGHFRPPLVVLRQLQJ'HFRP1RUWK6HDIRULQVWDQFHLGHQWLI\DPRQJRWKHUWKLQJVIXWXUH
SULFHV LPSURYHG SURGXFWLRQ WHFKQRORJLHV ILVFDO DQG UHJXODWRU\ FKDQJHV DQG DOWHUQDWLYH XVHV IRU WKH
VWUXFWXUHVDVDOOSOD\LQJDSDUWLQGHWHUPLQLQJWKHGDWHDWZKLFKILHOGVZLOOEHGHFRPPLVVLRQHG
2.  Renewable energy 
6RPHKDYHDUJXHGWKDWWKHORZRLOSULFHFRXOGPDNHUHQHZDEOHHOHFWULFLW\WHFKQRORJLHVOHVVFRPSHWLWLYH
DJDLQVWIRVVLOWHFKQRORJLHVDQGVROLPLWWKHGHYHORSPHQWRIUHQHZDEOHHQHUJ\FDSDFLW\2QD³OHYHOLVHG
FRVW´ EDVLV WKLV LV DOPRVW FHUWDLQO\ WKH FDVH +RZHYHU LW LV ZRUWK QRWLQJ ± DV RWKHUV KDYH IRU RWKHU
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
FRXQWULHV WKDW IURPWKHSHUVSHFWLYHRI WKHHOHFWULFLW\V\VWHPDVDZKROHWKDWUHQHZDEOHHOHFWULFLW\ IRU
LQVWDQFHGRHVQRWW\SLFDOO\GLUHFWO\FRPSHWHZLWKIRVVLOWHFKQRORJLHV+HQFHVXFKVXSSRUWPHFKDQLVPV
IRUUHQHZDEOHHOHFWULFLW\WHFKQRORJLHVKRZHYHUDUHOLNHO\WREHWKHFULWLFDOIDFWRULQGHYHORSPHQWVRYHUWKH
VKRUWDQGPHGLXPUXQ5HQHZDEOHKHDWRQWKHRWKHUKDQGPD\EHDIIHFWHGE\ORZHURLOSULFHVDVLWV
FRVW FRPSHWLWLYHQHVV VXIIHUVZKLOH WKH IDOO LQ WKHSULFHRI SHWURO DQGGLHVHO UHGXFHV WKH LQFHQWLYHV IRU
GULYHUVWRPRYHWRHOHFWULFFDUV
Assessment 
,Q VXPPDU\ GHVSLWH WKH LQFUHDVHG XQFHUWDLQW\ WKH IXWXUH RLO SULFH UHPDLQV FULWLFDO IRU DFWLYLW\ LQ WKH
8.&6DQG±WKURXJKDUDQJHRIWUDQVPLVVLRQFKDQQHOVGHVFULEHGDERYH±ZLOOKDYHDGLUHFWLPSDFWRQ
WKH6FRWWLVKDQG8.HFRQRPLHV7RWKHH[WHQW WKDW ORZSULFHVDUHDIHDWXUHQRWRQO\RI WKHILUVWKDOIRI
EXWLQWRWKHPHGLXPWHUPDFWLYLWLHVLQWKH8.&6ZLOOOLNHO\FKDQJHTXLWHVLJQLILFDQWO\SDUWLFXODUO\LQ
WKH DEVHQFH RI LQFUHDVHG H[SORUDWLRQ DFWLYLW\ RU DQ\ FRXQWHUYDLOLQJ WD[  ILVFDO UHJLPH FKDQJH 7KH
RXWFRPHIRUWKH6FRWWLVKHFRQRP\DVDZKROHKRZHYHULVGLIILFXOWWRSUHGLFWSDUWLFXODUO\DVLWLVOLNHO\WR
EHSRVLWLYHIRUWKH8.DVDZKROHDQGWKLVLV6FRWODQG¶VODUJHVWH[SRUWPDUNHW
7KHUHGXFWLRQLQHQHUJ\SULFHVDQGFRPPHQVXUDWHHIIHFWLYHZDJHLQFUHDVHVIRUKRXVHKROGVDQGLQSXW
FRVW UHGXFWLRQ IRU EXVLQHVVHV FRXOG SODXVLEO\ KDYH VRPH SRVLWLYH FRQVHTXHQFHV IRU WKH 6FRWWLVK
HFRQRP\+RZHYHUWKHUHDUHOLNHO\WREHQHJDWLYHDQGVLJQLILFDQWFRQVHTXHQFHVIRUSDUWLFXODUSDUWVDQG
VHFWRUV RI 6FRWODQG LQ SDUWLFXODU WKH 1RUWK (DVW RI 6FRWODQG IURP D VXVWDLQHG ORZ RLO SULFH DQG YLD
SURGXFWLRQ ODERXU DQG VXSSO\ FKDLQV WR RWKHU ORFDWLRQV ERWK LQ 6FRWODQG DQG WKH 8. )RU DQ RXWOLQH
DVVHVVPHQWRIWKHUDQJHRISRWHQWLDOLPSDFWVRQWKH6FRWWLVKHFRQRP\SOHDVHVHHWKH%R[µ(VWLPDWHV
RIWKHLPSDFWRIIDOOLQRLOSULFHRQ*'3DQGMREV6FRWODQGDQG8.¶SDJH
)URPDSXUHO\GDWDSHUVSHFWLYHDV8.&6DFWLYLWLHVDUHQRWFRXQWHGDVSDUWRI6FRWWLVK*'3ILJXUHVRQO\
WKHRQVKRUHDQGVXSSO\FKDLQDFWLYLW\LVDQ\GLUHFWHIIHFWRQ8.&6SURGXFWLRQZLOOEHIHOWLQWKH8.*'3
VHULHVDQGQRWLQ6FRWWLVK*'3ILJXUHV)RUWKLVUHDVRQZHDUHXQFRQYLQFHGE\WKHDVVHVVPHQWRIWKH
*RYHUQRURI WKH%DQNRI(QJODQG WKDW WKH VKRUW WHUP LPSDFW RI WKH ORZRLO SULFHZLOO EHQHJDWLYHRQ
6FRWODQGDVDZKROH&OHDUO\KRZHYHUWKHGXUDWLRQRYHUZKLFKSULFHVUHPDLQORZZLOOEHLPSRUWDQWIRUWKH
ORQJHU WHUPHFRQRPLF LPSDFWV IURPFKDQJHV WR8.&6SURGXFWLRQ H[SORUDWLRQ DQGHQHUJ\SURGXFWLRQ
DQGSULFHV
$VWRWKHIXWXUHSROLF\LQ6FRWODQGUHTXLUHVEHWWHUGDWDRQKRZDFWLYLWLHVLQWKH8.&6FRQQHFWWRWKHUHVW
RIWKH6FRWWLVKDQG8.HFRQRP\7KLVVKRXOGWDNHLQWRDFFRXQWQRWRQO\WD[UHYHQXHVDQGHPSOR\PHQW
EXW WR WKH GLUHFW DFWLYLWLHV DQG VXSSO\ FKDLQ OLQNDJHV RI DOO GLIIHUHQW DVSHFWV RI 8.&6 DFWLYLWLHV WR
PDQXIDFWXULQJ DQGRWKHU VHFWRUV DFURVV 6FRWODQG DQG WKH8. 7KLV ZLOO DOORZ EHWWHU XQGHUVWDQGLQJ RI
ZKDW WKH FKDQJLQJ SURILOH RI 8.&6 DFWLYLW\ FRXOG PHDQ IRU WKH 6FRWWLVK DQG 8. HFRQRP\ DQG
GHYHORSPHQWVLQWKHPDMRUHFRQRPLFFHQWUHVOLQNHGWRWKHRLODQGJDVVHFWRUV
:HUHWKHRLOSULFHWRVWDELOLVHRYHUWKHPHGLXPWHUPVRPHZKHUHEHWZHHQEDUUHO LWZRXOGEH
LQWHUHVWLQJWRVHHZKDWWKLVPD\PHDQIRUWKHDFWLYLWLHVLQWKH8.&6:LWKFRVWVLQFUHDVLQJDVWKH8.&6
LVDPDWXULQJEDVLQZLWKORZH[SORUDWLRQDFWLYLW\³RQHRIWKHZRUOG¶VPRVWPDWXUHEDVLQV´2*$
WKHQHZO\HVWDEOLVKHG2LODQG*DV$XWKRULW\2*$KDVDQLQWULJXLQJFKDOOHQJHWRGHOLYHUDVWUDWHJ\±DV
IRUPDOLVHGLQWKHUHFHQWO\FRQILUPHG,QIUDVWUXFWXUH$FW±WRPD[LPLVHHFRQRPLFUHFRYHU\IURPWKH8.&6
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
0DMRUTXHVWLRQVLQFOXGHZKDWVKRXOGEHWKHLPPHGLDWHILVFDODFWLRQV±DVLWDSSHDUVOLNHO\WKDWWKH8.
%XGJHWLQ0DUFKZLOOWDNHVWHSVWRUHGXFHWKH6XSSOHPHQWDU\&KDUJHDQGLQYHVWPHQWDOORZDQFHV
DQGLQWRWKHORQJHUWHUPZKDWVSHFLILFDFWLRQVZLOOWKH2*$DFWLQJZLWKWKHLQGXVWU\DQGJRYHUQPHQWLQD
QHZ³WULSDUWLWH´DSSURDFKWRUHJXODWLRQWDNHWRUHGXFLQJWKHFRVWVRIH[SORUDWLRQLPSURYLQJWKHHIILFLHQF\
RISURGXFWLRQHQFRXUDJLQJLQYHVWPHQWDQGHQVXULQJWKHVXVWDLQDELOLW\RIDFWLYLWLHVLQ8.&6IRUWKHORQJHU
WHUP" 
[Update: On 25th February 2015, the Oil and Gas Authority published “Call to action” (OGA, 2015) 
identifying the two key risks facing the industry in the UK from the sharp fall in the oil price as 1) reduced 
profitability failing to attract investment, “leading to premature decommissioning of assets” and 2) a lack 
of long-term investment due to a decline in the “confidence in the future potential of the UKCS”, and 
additionally highlighting priority actions for the regulator, Government and industry to take forward in 
2015 and over the next two years in key areas.] 

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$EVWUDFW

%XVLQHVVVXUYH\VDUHDXVHIXO WRRODQGSURYLGHDFFXUDWHDQG WLPHO\GDWD WKDWDUHH[WUHPHO\KHOSIXO LQ
SLQSRLQWLQJVXEWOHPRYHPHQWVLQWKHHFRQRP\%XVLQHVVVXUYH\VFROOHFWLQIRUPDWLRQRQDZLGHUDQJHRI
WRSLFVVXFKDVEXVLQHVVFRQILGHQFHRUGHUV WXUQRYHUH[SRUWV LQYHVWPHQWHPSOR\PHQWHWFDQGZKHQ
DQDO\VHG SURYLGH D YLHZ RI WKH RYHUDOO HFRQRP\ 7KH\ DUHDOVR XVHIXO IRU VKRUW WHUP IRUHFDVWLQJ DQG
SLQSRLQWLQJ WXUQLQJ SRLQWV  0DQ\ EXVLQHVV VXUYH\V XVH QHW EDODQFHV GHWHUPLQHG E\ VXEWUDFWLQJ WKH
SHUFHQWDJH UHSRUWLQJGHFOLQHV IURP WKHSHUFHQWDJHV UHSRUWLQJ LQFUHDVHV $QXPEHURI UHFHQWVXUYH\V
VKRZ WKDWPRUHDQGPRUHEXVLQHVVHV UHSRUW WKDWQHW WUHQGVDOWKRXJK UHPDLQLQJSRVLWLYHKDYHHDVHG
VRPHZKDW ZLWK D JURZLQJ QXPEHU RI UHVSRQGHQWV UHSRUWLQJ µQR FKDQJH¶ QHYHUWKHOHVV PRVW UHPDLQ
DERYHSUHUHFHVVLRQOHYHOV
Bank of Scotland Purchasing Managers’ Index (PMI) 

7KH 3XUFKDVLQJ 0DQDJHUV ,QGH[ 30, IRU 6FRWODQG D VLQJOHILJXUH PHDVXUH RI WKH PRQWKRQPRQWK
FKDQJHLQFRPELQHGPDQXIDFWXULQJDQGVHUYLFHVRXWSXWLQ-DQXDU\VDZRXWSXWIDOOIRUWKHILUVWWLPH
LQPRQWKVIURPLQ'HFHPEHUWR7KLVZDVWKHILUVWVXEUHDGLQJVLQFH6HSWHPEHU
LQGLFDWLQJDFRQWUDFWLRQZLWKRXWSXWGHFOLQHVUHFRUGHGIRUERWKPDQXIDFWXUHUVDQGVHUYLFHVILUPV7KH
'HFHPEHU30, VKRZHG WKDW6FRWODQG¶VSULYDWH VHFWRU HFRQRP\HQGHG LQD IDLUO\VWURQJSRVLWLRQ
ZLWK WKH LQGH[ XQFKDQJHG LQ 'HFHPEHU IURP 1RYHPEHU¶V   7KH 1RYHPEHU LQGH[ LQGLFDWHG
ZHDNHQLQJJURZWKZLWKWKHLQGH[HDVLQJIURPLQ2FWREHUWR
 
Bank of Scotland Business Monitor 

7KH ODWHVW %DQN RI 6FRWODQG %XVLQHVV 0RQLWRU 6HSWHPEHU 2FWREHU DQG 1RYHPEHU  ZLWK
H[SHFWDWLRQV WR0D\VKRZV WKDW WKH6FRWWLVKHFRQRP\FRQWLQXHG WRJURZDWSUHUHFHVVLRQUDWHV
DOWKRXJK WKHVSHHGRI WKH UHFRYHU\KDVHDVHG+RZHYHUH[SHFWDWLRQV IRU WKHQH[WVL[PRQWKV UHPDLQ
VWURQJ

7XUQRYHU LPSURYHG LQ WKH WKUHH PRQWKV WR WKH HQG RI 1RYHPEHU  IRU D QHW EDODQFH RI 
DOWKRXJK WKLVZDVGRZQ IURP WKHRI WKHSUHYLRXVTXDUWHU LW UHPDLQVKLJKHU WKDQ UHFHQW KLVWRULF
DYHUDJHV7KHQHWEDODQFHRIWXUQRYHUKDVEHHQSRVLWLYHIRUVL[FRQVHFXWLYHTXDUWHUVDQGDFFRUGLQJWR
WKH%DQNRI6FRWODQGWKLVWKHUHIRUHLQGLFDWHVJURZWK

,QWKLV&RPPHQWDU\ZHWUDFNWKHQHWEDODQFHLQWKHWRWDOYROXPHRIEXVLQHVVDVUHSRUWHGLQWKH%DQNRI
6FRWODQG%XVLQHVV0RQLWRU IURP4 WRSUHVHQW 4± UHIHU)LJXUH 7KLVFOHDUO\VKRZV
GHFOLQHV LQ WKH SUHFULVLV SHULRG IURP  4 PRYLQJ LQWR QHJDWLYH WHUULWRU\ IURP  4 DQG
UHPDLQLQJLQQHJDWLYHWHUULWRU\47KRXJKWKHUHZDVDQLPSURYHPHQWXSXQWLOHDUO\WKHQH[W
WZRDQGDKDOI\HDUVVDZWKH0RQLWRULQGLFDWHWKDWWKH6FRWWLVKHFRQRP\ZDVODUJHO\VWDJQDWLQJ'XULQJ
PLGWKH%XVLQHVV0RQLWRUVKRZHGWKDWWKHHFRQRP\ZDVEHJLQQLQJWRJURZDJDLQ7KLVUHFRYHU\
FRQWLQXHGLQWRDQGUHVSRQGHQWVDUHIRUHFDVWLQJJRRGSURVSHFWVIRUJURZWKLQ
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
7KRXJKW JURZWK FRQWLQXHG GXULQJ  WKH UDWH RI LQFUHDVH HDVHG 7KH QHW EDODQFH RI WXUQRYHU IRU
SURGXFWLRQ ILUPV GXULQJ WKH WKUHH PRQWKV WR HQG 1RYHPEHU  ZDV  GRZQ IURP  WKH
SUHYLRXVTXDUWHUEXWLVLGHQWLFDOWRWKHRIWKHVDPHTXDUWHURQH\HDUDJR6HUYLFHVEXVLQHVVHV
UHSRUWHGDQHWEDODQFHRIWXUQRYHUIRUWKHWKUHHPRQWKVHQGLQJ1RYHPEHURIGRZQRQWKH
RIWKHSUHYLRXVTXDUWHUDQGXSRQWKHRIWKHVDPHTXDUWHURQH\HDUDJR


Source:  Bank of Scotland Business Monitor 

([SRUWLQJLVSURYLQJDFKDOOHQJHLQWKHIDFHRIVWDJQDQW(XUR]RQHHFRQRPLHVDQGWKH%XVLQHVV0RQLWRU
UHSRUWHGDUHFRYHU\LQH[SRUWDFWLYLW\RYHUWKHSUHYLRXVWKUHH%XVLQHVV0RQLWRUV+RZHYHUPRUHDQHW
RIRIILUPVUHSRUWHGDGHFOLQHLQH[SRUWRUGHUVLQWKHWKUHHPRQWKVWRWKHHQGRI1RYHPEHU

7KHWUHQGLQILUPV¶RZQH[SHFWDWLRQVURVHWKURXJKDQGLQWRWKHILUVWSDUWRIDQGDOWKRXJKWKHVH
H[SHFWDWLRQV KDYH EHHQ VOLJKWO\ WHPSHUHG WKH\ DUH VWLOO DERYH SUHUHFHVVLRQ OHYHOV ,QGHHG WKH ODWHVW
0RQLWRU ZDV WKH HLJKWK VXFFHVVLYH %XVLQHVV 0RQLWRU WR VKRZ D SRVLWLYH QHW EDODQFH IRU WXUQRYHU
H[SHFWDWLRQV± WKHPRVWRSWLPLVWLFVHTXHQFHRI UHVXOWV IRUVHYHQ\HDUVVLQFH $QHWEDODQFHRI
H[SHFWWXUQRYHUWRULVHLQWKHVL[PRQWKVWRWKHHQGRI0D\PDUJLQDOO\ORZHUWKDQWKHRI
WKHSUHYLRXVTXDUWHUEXWXSRQWKHRIWKHVDPHTXDUWHURQH\HDUDJR2QEDODQFHVHUYLFHILUPVDUH
PRUH WKDQ WZLFH DV RSWLPLVWLF DV SURGXFWLRQ FRPSDQLHV ZLWK D QHW EDODQFH RI  RI VHUYLFH ILUPV
H[SHFWLQJ WKHLU WXUQRYHU WR LQFUHDVHFRPSDUHG WRRQO\RISURGXFWLRQILUPV  ,Q WKHVXPPHU
%XVLQHVV0RQLWRUH[SHFWDWLRQVIRU IXWXUHH[SRUWDFWLYLW\ LPSURYHGWR LWVVHFRQGKLJKHVW OHYHO LQDOPRVW
VHYHQWHHQ\HDUKLVWRU\RIWKHVXUYH\+RZHYHUWKHODWHVWQHWEDODQFHIRUH[SRUWDFWLYLW\IRUWKHQH[WVL[
PRQWKVKDVVLJQLILFDQWO\HDVHGIURPWR

&DSLWDOLQYHVWPHQWKDGEHHQRQDULVLQJWUHQGLQSUHYLRXVTXDUWHUVULVLQJIURPLQWKHVXPPHU
0RQLWRUWRKRZHYHUDQHWRIH[SHFWDGHFOLQHLQWKHVL[PRQWKVWR0D\

8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
7KH PDLQ ILQGLQJV IURP WKH ODWHVW 0RQLWRU DUH WKDW HFRQRPLF DFWLYLW\ FRQWLQXHV WR LPSURYH DOWKRXJK
H[SHFWDWLRQVKDYHIDOOHQVOLJKWO\EXWUHPDLQFORVHWRSUHUHFHVVLRQOHYHOV7KLVVXJJHVWVWKHUHIRUHWKDW
WKHUHFRYHU\ZLOOFRQWLQXHLQWREXWWKHUDWHRIJURZWKZLOOHDVH
 
Manufacturing 

7KHUH ZDV DQ LQFUHDVH LQ EXVLQHVV RSWLPLVP DPRQJ 6FRWWLVK &KDPEHU 4XDUWHUO\ %XVLQHVV 6XUYH\
4%6ILUPVIRUWKHWKFRQVHFXWLYHTXDUWHUZLWKDVPDOOQHWEDODQFHRIUHSRUWLQJDULVH7RWDORUGHUV
URVHIRUDQHWEDODQFHRIRIILUPV7KHVXUYH\DOVRUHSRUWHGWKDWH[SRUWRUGHUVIURPZLWKLQWKH(8
ZHUHPRUHVXEGXHGWKDQWKRVHRXWZLWKWKH(8DVVKRZQE\DQHWEDODQFHRIRI ILUPVDFKLHYLQJ
LQFUHDVHG (8 RUGHUV FRPSDUHG ZLWKDQ LQFUHDVH RI  IRU H[(8 H[SRUW RUGHUV $ QHW EDODQFH RI
 ILUPV H[SHFW H[SRUW UHYHQXH WR LQFUHDVH IXUWKHU LQ 4   )HZHU WKDQ  RI 4%6
PDQXIDFWXULQJILUPVUHSRUWHGWKDWOHYHOVRIWRWDOHPSOR\PHQWKDGGHFOLQHGDQGIHZHUWKDQH[SHFWD
UHGXFWLRQLQWRWDOHPSOR\PHQWOHYHOVLQ

6FRWWLVK (QJLQHHULQJ 5HYLHZ UHVSRQGHQWV LQ 4  UHSRUWHG WKDW RSWLPLVP LQ JHQHUDO WHUPV
FRQWLQXHGWREHSRVLWLYHIRUVPDOODQGPHGLXPVL]HGFRPSDQLHV60(VEXWODUJHFRPSDQLHVUHSRUWHGD
GHFOLQH 7KH WUHQG LQ WRWDORUGHU LQWDNH LPSURYHG LQ4ZLWKVPDOOFRPSDQLHV UHPDLQLQJDVEHLQJ WKH
PRVWSRVLWLYH7KHQHWWUHQGLQ8.RUGHUVZDVSRVLWLYHDQGDFURVVHFRQRPLFVHFWRUVHOHFWURQLFVRLODQG
JDV DQG PHFKDQLFDO HTXLSPHQW ZHUH SRVLWLYH ZKHUHDV IDEULFDWRUV DQG PHWDO PDQXIDFWXULQJ UHSRUWHG
QHJDWLYH QHW EDODQFHV )RUHFDVWV IRU WKH QH[W TXDUWHU RI 8. RUGHUV LQ JHQHUDO SUHGLFW D IXUWKHU
LPSURYHPHQW(OHFWURQLFVDQGPHWDOPDQXIDFWXULQJDUHSUHGLFWLQJQHJDWLYHJURZWKEXW IDEULFDWRUVDQG
PHFKDQLFDOHTXLSPHQWDUHORRNLQJDWJURZWKLQWKHIXWXUH7KHWUHQGLQH[SRUWRUGHUVUHPDLQHGQHJDWLYH
WKRXJKWKHUDWHRIGHFOLQHKDVHDVHG3UHGLFWLRQVIRUWKHQH[WWKUHHPRQWKVLQJHQHUDODUHXSEHDWZLWK
60(VH[SHFWLQJWKHWUHQGLQH[SRUWRUGHUVWRULVH%RWKFDSLWDODQGWUDLQLQJLQYHVWPHQWWUHQGVUHPDLQHG
SRVLWLYHDQGDUHH[SHFWHGWRUHPDLQVR7UHQGVLQWRWDOHPSOR\HHQXPEHUVLPSURYHGLQ4DQGDIXUWKHU
ULVHLVIRUHFDVW

Construction 

%XVLQHVVFRQILGHQFHDPRQJ4%6FRQVWUXFWLRQILUPVLPSURYHGLQ4FRPSDUHGWR4ZLWKDQHWEDODQFH
RIRI ILUPVUHSRUWLQJ LQFUHDVHGRSWLPLVP$QHWEDODQFHRIUHSRUWHGD ULVH LQ WRWDOFRQWUDFWV
DQG WKH QHW EDODQFH RI SXEOLF VHFWRU FRQWUDFWV ZDV DW LWV KLJKHVW OHYHO  IRU DOPRVW  \HDUV
,QYHVWPHQWOHYHOVDPRQJ4%6ILUPVZHUHDWWKHKLJKHVWOHYHO LQ\HDUVDVDQHWRIUHSRUWHGDQ
LQFUHDVHLQFDSLWDOLQYHVWPHQW$OPRVWRIILUPVLQFUHDVHGZDJHVRYHUWKHTXDUWHUDQGDYHUDJHZDJH
LQFUHDVHVFRQWLQXHWREHDERYHLQIODWLRQDW

7KH ODWHVW 6FRWWLVK &RQVWUXFWLRQ 0RQLWRU D TXDUWHUO\ VXUYH\ RI WKH PHPEHUVKLS RI WKH OHDGLQJ WUDGH
ERG\WKH6FRWWLVK%XLOGLQJ)HGHUDWLRQUHSRUWHGWKDWEXVLQHVVFRQILGHQFHURVHE\SRLQWVWRLQ
4   7KH 6FRWWLVK &RQVWUXFWLRQ 0RQLWRU VXUYH\ DVNHG D QXPEHU RI TXHVWLRQV IRFXVLQJ RI VNLOOV
VKRUWDJHVDVNLQJILUPVWRSLQSRLQWWKHUHJLRQRUUHJLRQVZKHUHWKHLUEXVLQHVVRSHUDWHVLQRUGHUWREXLOGD
SURILOH RI VNLOOV UHTXLUHPHQWV DFURVV WKH FRXQWU\ 6RPH RI WKH NH\ ILQGLQJV ZHUH WKDW FDUSHQWU\ DQG
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
MRLQHU\VNLOOVZHUHJHQHUDOO\LQVKRUWVXSSO\QRWDEO\ZLWKILUPVLQWKH1RUWK(DVWSDUWLFXODUO\DQGWKHUHLV
DOVRDJHQHUDOVKRUWDJHRIEULFNOD\HUVDFURVV6FRWODQGDVDZKROH

Retail 

7KH6FRWWLVK5HWDLO6DOHV0RQLWRUFRQGXFWHGE\7KH6FRWWLVK5HWDLO&RQVRUWLXPDQG.30*UHSRUWHGWKDW
WRWDO 6FRWWLVK VDOHV GHFUHDVHG E\  LQ -DQXDU\  FRPSDUHG WR -DQXDU\  ZKHQ WKH\ KDG
LQFUHDVHG E\   7KLV IROORZHG WKH GHFOLQH RI  LQ 'HFHPEHU  FRPSDUHG ZLWK 'HFHPEHU
ZKHQWKH\KDGGHFUHDVHGE\7KHUHSRUWLQGLFDWHGWKDWOLNHIRUOLNHVDOHVGHFUHDVHGE\
LQ -DQXDU\FRPSDUHG WR -DQXDU\DQGE\ LQ'HFHPEHUFRPSDUHG WR'HFHPEHU


7KH6FRWWLVK&KDPEHUV4XDUWHUO\%XVLQHVV6XUYH\UHSRUWHGDGHFOLQHLQEXVLQHVVRSWLPLVPLQ4ZLWKD
QHWEDODQFHRIUHSRUWLQJDIDOOLQFRQILGHQFH6DOHVKRZHYHULPSURYHGIRUDQHWEDODQFHRIDQGD
QHWRIH[SHFWDIXUWKHUULVHLQ46DOHVDUHH[SHFWHGWRLPSURYHLQWKHORQJHUWHUPZLWKDQHW
EDODQFH RI  RI ILUPV H[SHFWLQJ VDOHV UHYHQXH WR LQFUHDVH RYHU WKH QH[W \HDU +RZHYHU WKHVH
LPSURYLQJVDOHVWUHQGVDUHQRWH[SHFWHGWROHDGWRDQLQFUHDVHLQSURILWV

Tourism 

4%6ILUPVFRQWLQXHGWRUHSRUWDQHWULVHLQ WRXULVPRSWLPLVP RIKRWHOVUHSRUWHGWKDW WKH
QXPEHU RI JXHVWV  FXVWRPHUV ZDV XS FRPSDUHG WR WKH VDPH SHULRG LQ   $OPRVW KDOI RI KRWHOV
UHSRUWHGDQLQFUHDVHLQFXVWRPHUVIURPWKH(8FRPSDUHGZLWK4ZLWKRQO\UHSRUWLQJDGHFOLQHLQ
YLVLWRUVIURPRXWVLGHWKH8.RYHUWKHVDPHSHULRG$QHWEDODQFHRIRI4%6UHVSRQGHQWVUHSRUWHG
DQ LQFUHDVH LQSURILWVGXULQJ4DQGPRUH WKDQRQHWKLUGH[SHFWSURILWV WR ULVH LQ4
H[SHFWDQLQFUHDVHLQSURILWVRYHUWKHFRPLQJ\HDU$OWKRXJKIHZHUILUPVDUHUHFUXLWLQJFRPSDUHGWRWKH
VDPHTXDUWHURI WKHSUHYLRXV\HDU IHZHU WKDQH[SHFW WR UHGXFH WKHLURYHUDOOHPSOR\PHQWRYHU WKH
FRPLQJ\HDU

Outlook 

7DNHQWRJHWKHUWKHVHODWHVWVHWRI6FRWWLVKEXVLQHVVVXUYH\VVKRZDPRUHFDXWLRXVRXWORRNWKDWVXJJHVW
WKDW WKH 6FRWWLVKHFRQRP\PD\ VWUXJJOH WR EXLOG XSRQ LWV HDUOLHUPRPHQWXP ZLWK PDQ\ WUHQGV IDOOLQJ
IURPQHDUUHFRUGKLJKVEXWVWLOOUHPDLQLQJZHOODERYHORQJUXQDYHUDJHV0DQ\H[SHFWDWLRQVVXJJHVWWKDW
HFRQRPLFDFWLYLW\ZLOOFRQWLQXHDOEHLWDWDPRUHPRGHVWSDFH LQ WKHILUVWKDOIRI ([SHFWDWLRQVIRU
 DUH JHQHUDOO\ KLJKHU WKDQ WKHLU SUHUHFHVVLRQ OHYHOV EXW PRUH DQG PRUH ILUPV DUH H[SUHVVLQJ D
GHJUHHRIFDXWLRQDQGLQFUHDVLQJXQFHUWDLQW\

)HZHUEXVLQHVVHVDUHDVFRQILGHQWDERXWWKHLUSURVSHFWVDVWKH\ZHUHODVWTXDUWHU7KHUHLVZLGHVSUHDG
XQFHUWDLQO\VXUURXQGLQJ WKH6FRWWLVKHFRQRP\DW WKHPRPHQWDQG WKHVHUHVXOWVVKRXOGEHVHHQ LQ WKH
FRQWH[WRIDODUJHO\XQSUHGLFWDEOH8.*HQHUDO(OHFWLRQFRXSOHGZLWKXQFHUWDLQWLHVDFURVVWKH(XUR]RQH
DQGWKH8.¶VUHODWLRQVKLSZLWKWKH(87KLVXQFHUWDLQO\DQGWKHVORZJURZWKVHHQLQWKH(XUR]RQHSOXV
UHVWUDLQHG JURZWK LQ WKH JOREDO HFRQRP\ KDV FOHDUO\ DIIHFWHG 6FRWWLVK H[SRUWV  +RZHYHU RQ D PRUH
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
SRVLWLYH QRWH WKH IDOO LQ RLO DQG RWKHU FRPPRGLW\ SULFHV VKRXOG KHOSHDVHEXVLQHVVHV¶ FRVW SUHVVXUHV
DQGE\ERRVWLQJFRQVXPHULQFRPHVKHOSERRVWHFRQRPLFJURZWK

,QFRQFOXVLRQUHFHQW6FRWWLVKEXVLQHVVVXUYH\VVKRZWKDWILUPVUHPDLQEURDGO\XSEHDWDERXWUHFHQWDQG
QHDU IXWXUH EXVLQHVV SURVSHFWV ZLWK PDQ\ WUHQGV VWLOO ULVLQJ DOEHLW SHUKDSV VOLJKWO\ EHORZ FRPSDUDEOH
VXUYH\VLQ6FRWWLVKEXVLQHVVVXUYH\VFRQWLQXHWRLQGLFDWHWKDWJURZWKLQRXWSXWDQGMREVUHPDLQV
IDLUO\UREXVWDQGPDQ\WUHQGVUHPDLQEURDGO\IDYRXUDEOHDOWKRXJKHDUO\LQGLFDWLRQVDUHWKDWWKHSDFHRI
UHFRYHU\ PD\ EH VORZLQJ DQG WKH GHJUHH RI XQFHUWDLQO\ LQ ERWK WKH 8. DQG WKH UHVW RI WKH JOREDO
HFRQRP\LVKDYLQJDQHIIHFWRQ6FRWWLVKEXVLQHVVHV

/OR\GV76%%XVLQHVV0RQLWRU,VVXH1RYHPEHU±)HEUXDU\
6FRWWLVK&KDPEHUV¶4XDUWHUO\%XVLQHVV6XUYH\4
6FRWWLVK(QJLQHHULQJ4XDUWHUO\5HYLHZ4
7KH%DQNRI6FRWODQG0DUNLW(FRQRPLFV5HJLRQDO0RQWKO\3XUFKDVLQJ0DQDJHUV¶ ,QGLFHV 30,1RYHPEHU±
-DQXDU\
7KH6FRWWLVK5HWDLO&RQVRUWLXP¶V.30*0RQWKO\6FRWWLVK5HWDLO6DOHV0RQLWRU-DQXDU\
 
 
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
6FRWWLVKODERXUPDUNHW
$QGUHZ5RVV)UDVHURI$OODQGHU,QVWLWXWH
 

7KLVVHFWLRQSURYLGHVDQRYHUYLHZRINH\ODERXUPDUNHWGDWDLQ6FRWODQGDQGFRQWUDVWVWKHVHZLWKERWK
8.SHUIRUPDQFHDQGFKDQJHVRYHUWLPH7KHVHGDWDDUHIURPDUDQJHRIWKHODWHVWODERXUPDUNHWGDWD
IRU6FRWODQGDQGWKH8.WR'HFHPEHU7KH6FRWWLVKXQHPSOR\PHQWUDWHVWDQGVDWEHORZWKH
8. UDWH RI  7KH HPSOR\PHQW UDWH LQ 6FRWODQG LV  ZLWK WKH 8. ILJXUH  ,Q  WKH
QXPEHU RI SHRSOH LQ HPSOR\PHQW LQ 6FRWODQG UHDFKHG WKH KLJKHVW RQ UHFRUG *URZWK LQ HPSOR\PHQW
KRZHYHULVVWLOOVXVWDLQHGE\SDUWWLPHZRUNHUVDQGVHOIHPSOR\PHQW

Recent trends and statistics  
7KH ODWHVW FRPSDUDEOH ILJXUHV RQ WKH ODERXU PDUNHW IRU 6FRWODQG DQG WKH 8QLWHG .LQJGRP DUH
VXPPDULVHGLQ7DEOH/DERXU)RUFH6XUYH\/)6GDWDVKRZWKDWLQWKHTXDUWHUWR'HFHPEHUWKH
OHYHO RI HPSOR\PHQW LQ 6FRWODQG URVH E\  WKRXVDQG WR  WKRXVDQG DQG RYHU WKH \HDU E\ 
WKRXVDQG)RUWKHVDPHSHULRG8.HPSOR\PHQWURVHE\WKRXVDQGDQGWKRXVDQGUHVSHFWLYHO\
7KH6FRWWLVKHPSOR\PHQWUDWH±±LHWKRVHLQHPSOR\PHQWDVDSHUFHQWDJHRIWKHZRUNLQJDJH
SRSXODWLRQ±ZDVXSIURPRQH\HDUHDUOLHU)RUWKHVDPHSHULRGWKH8.HPSOR\PHQWUDWH
ZDVXSFRPSDUHG WRD\HDUHDUOLHU6FRWWLVKXQHPSOR\PHQW LQ WKHTXDUWHU WR'HFHPEHU
IHOOE\WKRXVDQGWRWKRXVDQGDIDOORIWKRXVDQGRYHUWKH\HDU7KHXQHPSOR\PHQWUDWH
IHOO LQWKHPRQWKVWR'HFHPEHUDQGQRZVWDQGVDW7KHFRPSDUDEOHXQHPSOR\PHQWUDWHIRU
WKH8.VWDQGVDW

 
 
Table 1: +HDGOLQHLQGLFDWRUVRIWKH6FRWWLVKDQG8.ODERXUPDUNHWV2FWREHU±'HFHPEHU
 
  
Scotland 
Change on 
quarter 
Change on 
year 
United 
Kingdom 
Change on 
quarter 
Change on 
year 
Employment* 
 
Level (000s) 2,625 20 63 30,896 103 608 
Rate (%) 74.4 0.6 1.7 73.2 0.2 1.2 
Unemployment** 
 
Level (000s) 149 -15 -48 1,812 -97 -486 
Rate (%) 5.4 -0.6 -1.8 5.7 -0.3 -1.5 
Inactivity*** 
 
Level (000s) 727 -5 -9 9,052 22 6 
Rate (%) 21.3 -0.1 -0.2 22.3 0.0 0.0 
        
 
Source: ONS Labour Market Statistics, Scotland and UK, February 2015.  
Notes:   * Levels are for those aged 16+, while rates are for those of working age (16-59/64). 
  ** Levels and rates are for those aged 16+, rates are proportion of economically active. 
*** Levels and rates for those of working age (16-59/64). 
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 


7KH UHODWLRQVKLSV EHWZHHQ HPSOR\PHQW XQHPSOR\PHQW WRWDO HFRQRPLFDOO\ DFWLYH DQG LQDFWLYH DUH
LPSRUWDQWLQGLVFHUQLQJWKHUHDFWLRQRIWKHODERXUPDUNHWWRRYHUDOOHFRQRPLFFRQGLWLRQV,WLVLPSRUWDQWWR
DSSUHFLDWH WKDWFKDQJLQJ OHYHOVRIHPSOR\PHQWDQGXQHPSOR\PHQWDQGFKDQJHV LQHPSOR\PHQW UDWHV
VKRXOGEHVHHQLQFRQMXQFWLRQZLWKFKDQJHVLQDFWLYLW\UDWHV)RUH[DPSOHLISHRSOHOHDYHHPSOR\PHQW
DQG EHFRPH XQHPSOR\HG LH DUH DFWLYHO\ VHHNLQJ ZRUN WKH\ UHPDLQ HFRQRPLFDOO\ DFWLYH WKH
XQHPSOR\PHQWUDWHZLOOLQFUHDVHEXWWKHUDWHRIWKRVHHFRQRPLFDOO\DFWLYHZLOOUHPDLQXQFKDQJHG

+RZHYHULISHRSOHOHDYHHPSOR\PHQWDQGGRQRWVHHNIXUWKHUHPSOR\PHQWDVVHHPVWREHDFRQWLQXLQJ
SDWWHUQ WKH\ DUH WKHQ FDWHJRULVHG DV HFRQRPLFDOO\ LQDFWLYH DQG DV VXFK WKH XQHPSOR\PHQW UDWH ZLOO
UHPDLQ XQFKDQJHG ZKLOVW WKH DFWLYLW\ DQG LQDFWLYLW\ UDWHV ZLOO FKDQJH (TXDOO\ WKH FKDQJLQJ SDWWHUQ
EHWZHHQIXOODQGSDUWWLPHHPSOR\PHQWLVRILQWHUHVWDVZHXQFRYHUKRZWKHODERXUPDUNHWLVUHDFWLQJWR
WKHRYHUDOOHFRQRPLFFRQGLWLRQV:HUHWXUQWRWKLVLVVXHODWHULQWKLVVHFWLRQ

)LJXUHLOOXVWUDWHVWKHWUHQGLQXQHPSOR\PHQW LQ6FRWODQGDQGWKH8.VLQFH%HWZHHQDQG
XQHPSOR\PHQW LQ6FRWODQGZDVDW LWV ORZHVW  WKRXVDQG LQ0DUFK±0D\ LPPHGLDWHO\
SUHFHGLQJ WKH ZRUOGZLGH ILQDQFLDO FUDVK DQG WKH VXEVHTXHQW *UHDW 5HFHVVLRQ ,Q FRQWUDVW
XQHPSOR\PHQW ZDV DW LWV ORZHVW  WKRXVDQG LQ WKH 8. EHWZHHQ $XJXVW ± 2FWREHU  7KH
KLJKHVWQXPEHURIXQHPSOR\HGLQ6FRWODQGZDVLQWKHSHULRG0D\±-XO\WKRXVDQGDQGLQWKH
8. LQ WKHSHULRG IURP6HSWHPEHU±1RYHPEHU  WKRXVDQG8QOLNH WKHSDWWHUQRI SUHYLRXV
UHFHVVLRQVXQHPSOR\PHQWKDVIDOOHQLQ6FRWODQGDQGWKH8.PRUHUDSLGO\WKDQH[SHFWHGWRMXVWEHORZ
WKRXVDQGUHIOHFWLQJLQSDUWWKHPRUHUDSLGULVHLQSDUWWLPHDQGVHOIHPSOR\PHQWVHH)LJXUHDQG
7DEOHDQGWKHGHYHORSPHQW±WHPSRUDU\RUSHUPDQHQW±RIDPRUHIOH[LEOHODERXUPDUNHWVHH%R\G
)UDVHU(FRQRPLF&RPPHQWDU\9RO1RSS

)LJXUH LOOXVWUDWHVKRZ WKHHPSOR\PHQW µUHFRYHU\¶ FRQWLQXHV WREHGULYHQE\DQ LQFUHDVH LQSDUW WLPH
ZRUNDQGVHOIHPSOR\PHQW*URZWK LQ IXOOWLPHZRUNHUVUHPDLQVVXEGXHGEXWKDVVWDUWHGWRJDLQVRPH
PRPHQWXPRYHUWKHSDVW\HDU$VWURQJVXVWDLQHGDQGEDODQFHGUHFRYHU\LQWKHODERXUPDUNHWZRXOG
UHTXLUHDPRUHUREXVWJURZWKLQIXOOWLPHZRUNHUV



Note:,QFRQVLGHULQJHPSOR\PHQWDFWLYLW\DQGXQHPSOR\PHQWUDWHVLW LVLPSRUWDQWWRUHPHPEHUWKH
EDVHVDQGUHODWLRQVKLSVRI WKHVH ILJXUHV/)6GDWD HVWLPDWHG LVSURYLGHGIRU DOODJHGDQG
RYHUDQGIRUDOODJHG7KHILUVWPHDVXUHDOODJHGDQGRYHUOHDGVWRKLJKHUQXPEHUVLQ
HPSOR\PHQWLQWKHWRWDOHFRQRPLFDOO\DFWLYHDQGHFRQRPLFDOO\LQDFWLYH±EXWUHGXFHVWKHHFRQRPLF
DFWLYLW\ UDWHV DQG XQHPSOR\PHQW UDWHV EXW DW WKH VDPH WLPH LQFUHDVHV WKH HFRQRPLFDOO\ LQDFWLYH
UDWH&RQYHUVHO\ WKHVHFRQGPHDVXUH DOODJHG WR OHDGV WR ORZHUQXPEHUVHFRQRPLFDOO\
DFWLYH LQ HPSOR\PHQW DQG HFRQRPLFDOO\ LQDFWLYH ± EXW OHDGV WR D KLJKHU HFRQRPLFDOO\ DFWLYH
HPSOR\PHQWDQGXQHPSOR\PHQWUDWHVEXWORZHUHFRQRPLFDOO\LQDFWLYHUDWHV6HH6FRWWLVK3DUOLDPHQW
,QIRUPDWLRQ&HQWUHEULHILQJRQ6FRWWLVKODERXUPDUNHWVWDWLVWLFV
KWWSVZZZVFRWWLVKSDUOLDPHQWXNSDUOLDPHQWDU\EXVLQHVVDVS[




8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 

Figure 18QHPSOR\PHQWLQPLOOLRQVLQ6FRWODQGDQGWKH8.±'HFHPEHU


 
Source: ONS Labour Market Statistics, Scotland and UK, February 2015. 



 
Figure 2,QGH[RIIXOOSDUWWLPHDQGVHOIHPSOR\PHQWLQ6FRWODQG-DQXDU\±6HSWHPEHU


 
Source:  ONS Labour Market Statistics, Scotland, February 2015. 
Notes: Index - October 2007 – September 2008 = 100.
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8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
7KH HFRQRPLFDOO\ DFWLYH ZRUNIRUFH LQFOXGHV DOO LQGLYLGXDOV DFWLYHO\ VHHNLQJ HPSOR\PHQW DQG WKRVH
FXUUHQWO\ LQ HPSOR\PHQW LH VHOIHPSOR\HG SULYDWH VHFWRU DQG JRYHUQPHQW HPSOR\HG XQSDLG IDPLO\
ZRUNHUV DQG WKRVH LQ WUDLQLQJ SURJUDPPHV %HWZHHQ 2FWREHU ± 'HFHPEHU  WKH QXPEHU RI
HFRQRPLFDOO\ DFWLYH  LQ 6FRWODQG LQFUHDVHG E\  WKRXVDQG DQG WKH DFWLYLW\ UDWH UHPDLQHG
XQFKDQJHG DW  7KHUH ZHUH  WKRXVDQG HFRQRPLFDOO\ DFWLYH LQ 6FRWODQG GXULQJ 2FWREHU ±
'HFHPEHU7KLVFRPSULVHGWKRXVDQGLQHPSOR\PHQWWKRXVDQGDJHG±DQG
WKRXVDQG ,/2 XQHPSOR\HG 7KH OHYHO IRU WKRVH RI ZRUNLQJ DJH EXW HFRQRPLFDOO\ LQDFWLYH UHPDLQHG
XQFKDQJHGRYHUWKHODWHVWTXDUWHUDQGLQFUHDVHGE\WKRXVDQGRYHUWKH\HDUWRWKRXVDQG

(FRQRPLFLQDFWLYLW\IRUPHQDJHG±LQFUHDVHGE\RYHUWKH\HDUDQGGHFUHDVHGE\IRU
ZRPHQRYHU WKH \HDU WR'HFHPEHU ,Q WKH \HDU IURP2FWREHU WR6HSWHPEHU WKHNH\
FRPSRQHQWVRIFKDQJHLQLQDFWLYLW\ZHUHPRUHVWXGHQWVXSE\WKRXVDQGIHZHUSHRSOHORRNLQJDIWHU
IDPLO\ PHPEHUV DQGRU KRPH GRZQ  WKRXVDQG UHWLUHHV GRZQ  WKRXVDQG ORQJWHUPVLFN GRZQ 
WKRXVDQGWKRVHWHPSRUDULO\VLFNGRZQWKRXVDQG7KRXJKWKHPDMRULW\RIWKHLQDFWLYHWKRXVDQG
GLGQRWZDQWDMREWKRXVDQGZDQWHGHPSOR\PHQW
 
'DWD RQ HPSOR\PHQW E\ DJH GHULYHG IURP WKH $QQXDO 3RSXODWLRQ 6XUYH\ LV DYDLODEOH XS WR 2FWREHU
 ± 6HSWHPEHU  7DEOH  LOOXVWUDWHV WKH FKDQJLQJ HPSOR\PHQW UDWHV E\ DJH JURXS IRUP -XO\
RQZDUGV,QWKH\HDUWR6HSWHPEHUHPSOR\PHQWUDWHVIHOOIRUWKHDJHJURXSV
DQG   $OO RWKHU DJH JURXSV VDZ DQ LQFUHDVH LQ HPSOR\PHQW 7KH ODUJHVW LQFUHDVH LQ
HPSOR\PHQWZDVLQWKHDJHJURXS7KHHPSOR\PHQWUDWHIRUDOOZRUNHUVDJHGDQGRYHU
LQFUHDVHGE\RYHUWKH\HDUWR6HSWHPEHUWR


 
Table 2(PSOR\PHQWUDWHVE\DJH6FRWODQG2FWREHU±6HSWHPEHU
 
(In %)  
Oct-Sep. 
Sep-06 Sep-07 Sep-08 Sep-09 Sep-10 Sep-11 Sep-12 Sep-13 Sep-14 
          
All 16+  59.9   60.6   60.9   59.5   58.3   58.0   57.9   57.6   59.0  
          
16 - 64  73.0   74.0   74.2   72.3   71.0   70.7   70.8   70.7   72.5  
16 - 17  43.3   40.6   40.1   37.1   31.1   31.0   28.8   29.0   24.3  
18 - 24  68.3   68.6   67.9   64.4   62.7   61.1   58.4   59.8   60.0  
16-24  62.9   62.6   61.9   58.6   56.2   55.0   52.5   53.6   52.9  
25 - 34  79.7   81.5   81.6   80.1   77.9   79.3   79.7   79.0   80.7  
35 - 49  82.9   83.8   83.7   82.1   81.1   80.7   81.5   81.4   83.3  
50 - 64  62.9   64.5   66.0   64.6   64.2   63.6   64.1   63.9   67.0  
65+  5.3   5.4   6.0   6.8   6.6   6.7   7.5   8.0   8.8  
          
Source: ONS Labour Market Statistics, Scotland, February 2015.  
Note:  Denominator = all persons in the relevant age group. 
 
7DEOH  SURYLGHV VRPH LQGLFDWLRQV RI WKH FKDQJLQJ SDWWHUQ RI HPSOR\PHQW VLQFH 2FWREHU  WR
6HSWHPEHUIRUGLIIHUHQWRFFXSDWLRQDOJURXSV62&
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
 
 
Table 33HUFHQWDJHLQHPSOR\PHQWLQ6FRWODQGE\RFFXSDWLRQ2FWREHU±6HSWHPEHU 
 
(In %) Oct-Sep. Sep-07 Sep-08 Sep-09 Sep-10 Sep-11 Sep-12 Sep-13 Sep-14 
         
Managers and directors 8 9 9 9 9 8 9 9 
Professional occupations 18 18 19 18 18 20 20 20 
Associate prof & tech 12 13 13 13 13 13 13 13 
Administrative & secretarial 12 12 11 11 11 11 11 11 
Skilled trades occupations  12 12 12 12 11 11 11 12 
Caring, leisure and service  9 9 9 10 10 10 9 9 
Sales and customer service  9 9 9 9 10 9 9 9 
Process, plant and machine  7 7 7 7 7 7 6 6 
Elementary occupations 12 11 11 12 11 12 11 11 
         
Source: Annual Population Survey, NOMIS, February 2015. 
Notes:  Occupation in Standard Occupational Classification (SOC). 
Rounding means totals may not total  to 100. 


7RWDO ZRUNIRUFH MRE ILJXUHV DUH D PHDVXUH RI MREV UDWKHU WKDQ SHRSOH 7RWDO VHDVRQDOO\ DGMXVWHG
ZRUNIRUFH MREV LQ6FRWODQG IRU6HSWHPEHU WKH ODWHVWDYDLODEOH ILJXUHVVWRRGDW WKRXVDQG
LH  WKRXVDQG HPSOR\HH MREV  WKRXVDQG VHOIHPSOR\HG MREV +0 IRUFHV DQG VXSSRUWHG
WUDLQHHVWKRXVDQG7DEOH LQGLFDWHVWKHVHFWRUDOEUHDNGRZQDQGSURYLGHVVRPHLQGLFDWLRQRIERWK
WKHLPSDFWRIWKHUHFHVVLRQDQGWKHGLIIHUHQWLDOUHFRYHU\LQMREVDFURVVVHFWRUV$VQRWHGDERYHWKHVH
WUHQGVQHHGWREHFRQVLGHUHGZLWKVRPHFDXWLRQDVZRUNIRUFHMREVPHDVXUHMREVUDWKHUWKDQSHRSOHLQ
HPSOR\PHQWDQGDUHVXEMHFWWRH[WHQVLYHUHYLVLRQ

7DEOHRXWOLQHVWKHFKDQJLQJSDWWHUQVRIIXOOWLPHDQGSDUWWLPHHPSOR\PHQW7KHODWHVWGDWDLQGLFDWHV
WKDWIURP2FWREHUWR6HSWHPEHUWKHQXPEHURIHPSOR\HHVLQFUHDVHGE\WKRXVDQG
DQGWKHQXPEHUVRIVHOIHPSOR\HGLQFUHDVHGE\WKRXVDQG7KHQXPEHURISDUWWLPHZRUNHUV
LQFUHDVHGE\WKRXVDQGRYHUWKH\HDUDQGWKHQXPEHURIWHPSRUDU\HPSOR\HHVLQFUHDVHGE\
WKRXVDQG
 
7DEOH  DOVR LQGLFDWHV WKDW WKH QXPEHUV RI IXOOWLPH ZRUNHUV LQ 6FRWODQG LQFUHDVHG E\  WKRXVDQG
RYHUWKH\HDUIURP2FWREHU±6HSWHPEHU3DUWWLPHHPSOR\PHQWQXPEHUVKDYHJURZQ
WKURXJKWKHUHFHVVLRQDQGKDYHLQFUHDVHGE\WKRXVDQGRYHUWKH\HDUWR6HSWHPEHU

7KH QXPEHU RI WKRVH ZRUNLQJ SDUWWLPH EHFDXVH WKH\ FRXOG QRW ILQG D IXOO WLPH MRE LV  WKRXVDQG
VXJJHVWLQJ WKDW LQFUHDVLQJ QXPEHUV RI ZRUNHUV DUH WDNLQJ SDUWWLPH HPSOR\PHQW LQ WKH DEVHQFH RI
DYDLODEOHIXOOWLPHZRUN7KHQXPEHURISHRSOHZKRFDQQRWILQGDIXOOWLPHMRELVVWLOODOPRVWGRXEOHWKDWRI
SUHUHFHVVLRQQXPEHUV7KLVUHIOHFWVFRQWLQXLQJLVVXHVLQWKHZLGHUHFRQRP\



8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
 
Table 47RWDOZRUNIRUFHMREVE\LQGXVWU\6FRWODQG6HSWHPEHU±6HSWHPEHU
 
Industry (in thousands, SIC07) Sep-09 Sep-10 Sep-11 Sep-12 Sep-13 Sep-14 
       All jobs  2,648 2,581 2,624 2,601 2,650 2,721 
       
Agriculture, forestry & fishing 63 59 50 53 60 62 
Mining & quarrying 32 33 30 37 35 34 
Manufacturing 201 182 189 192 190 192 
Electricity & gas 17 19 19 16 17 19 
Water supply, sewerage, waste  15 14 16 17 16 17 
Construction 181 173 170 170 183 176 
Wholesale & retail trade 394 377 375 371 369 383 
Transport & storage 119 108 115 114 111 117 
Accommodation & food service  187 183 182 174 195 193 
Information & communication 71 72 65 71 75 68 
Financial & insurance activities 94 91 89 89 93 93 
Real estate activities 31 29 33 37 39 36 
Professional scientific & technical 182 160 209 179 193 191 
Administrative & support service 196 191 194 223 198 208 
Public admin & defence 163 159 153 153 153 150 
Education 196 212 207 195 198 211 
Human health & social work 374 375 384 369 375 401 
Arts, entertainment & recreation 70 73 80 79 83 88 
Other service activities 60 65 60 60 64 77 
People employed by households 2 5 3 2 3 3 
        
Source:  ONS Labour Market Statistics, Scotland, February 2015. 
Notes:  * Workforce jobs are a measure of jobs rather than people. There are extensive revisions from previous figures 

 
 
Table 57UHQGVLQ6FRWWLVKHPSOR\PHQWVWDWXVHV2FWREHU±6HSWHPEHU

All in employment  
Sep-07 Sep -08 Sep -09 Sep-10 Sep-11 Sep-12 Sep-13 Sep-14 
(in thousands) Oct-Sep. 
 
        
Employees * 2,242 2,262 2,219 2,187 2,167 2,153 2,159 2,234 
Self-employed * 265 269 265 264 283 299 288 302 
Full-time workers ** 1,882 1,916 1,855 1,801 1,789 1,776 1,784 1,857 
Part-time workers ** 640 631 644 664 672 685 673 693 
Workers with 2nd job 94 98 101 98 96 98 99 100 
Temporary employees 131 119 127 127 126 119 134 138 
Could not find full-time job 62 61 81 99 114 116 116 115 
Total * 2,524 2,550 2,502 2,469 2,464 2,469 2,470 2,559 
                  
 
Source:  ONS Labour Market Statistics, Scotland, February 2015 
Notes: * Includes people who did not state whether they worked part time or full time 
 ** The split between full time and part time employment is based on respondents’ self-classification 

8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 6FRWWLVKHFRQRP\
0DUFK 
7KHODWHVWHVWLPDWHRIWKHQXPEHURISHRSOHLQWKH8.ZKRDUHHPSOR\HGRQ]HURKRXUVFRQWUDFWV=+&
LQWKHLUPDLQHPSOR\PHQWIURPWKH/)6ZKLFKLVDVXUYH\RILQGLYLGXDOVLQKRXVHKROGVLVWKRXVDQG
IRU2FWREHU±'HFHPEHU UHSUHVHQWLQJRISHRSOH LQHPSOR\PHQW7KLV ILJXUH LVKLJKHU WKDQ
WKDWIRU2FWREHU±'HFHPEHUWKRXVDQGRURISHRSOHLQHPSOR\PHQW)LJXUHVKRZVWKH
UDWHRISHRSOHRQ=+&LQWKH8.IURP2FWREHU±'HFHPEHU

3HRSOHRQ=+&DUHPRUH OLNHO\ WREHZRPHQ LQ IXOOWLPHHGXFDWLRQRU LQ\RXQJHURUROGHUDJHJURXSV
ZKHQFRPSDUHGZLWKRWKHUSHRSOH LQHPSOR\PHQW2QDYHUDJHVRPHRQHRQD=+&W\SLFDOO\ZRUNV
KRXUVDZHHN$URXQGD WKLUGRI SHRSOHRQD=+&ZDQWPRUHKRXUVZLWKPRVWZDQWLQJ WKHP LQ WKHLU
FXUUHQWMRE


 
Figure 35DWHVRISHRSOHRQ=+&LQWKH8.E\JHQGHUDQGWRWDO2FWREHU±'HFHPEHUDQG



Source: ONS Labour Market Statistics, UK, February 2015. 
 

)LJXUHVKRZVWKHSHUFHQWDJHRISHRSOHLQWKH8.RQ=+&DQGQRRQ=+&ZKRZDQWHLWKHUDQDGGLWLRQDO
MREDUHSODFHPHQWMREZLWKORQJHUKRXUVPRUHKRXUVLQWKHLUFXUUHQWMRERUGRQRWZDQWPRUHKRXUVDV
VXUYH\HGLQ2FWREHU±'HFHPEHU7KHGDWDVKRZWKDWDODUJHSURSRUWLRQRIZRUNHUVRQ=+&
GRnotZDQWPRUHKRXUVLHRISHRSOHRQ=+&DUHVDWLVILHGZLWKWKHDPRXQWRIKRXUVZRUNHG

7DEOH  GHWDLOV WKH QXPEHU DQG WKH SHUFHQW RI SHRSOH RQ D =+& DW UHJLRQDO OHYHO IRU 2FWREHU ±
'HFHPEHU7KHUHJLRQZLWKWKHKLJKHVWSHUFHQWRISHRSOHLQD=+&LVWKH6RXWK:HVWZLWK
DQGWKHUHJLRQZLWKWKHORZHVWLV/RQGRQDW7KHSHUFHQWRISHRSOHRQD=+&LQWKH8.VWDQGVRQD
SDUZLWK6FRWODQGDW
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 6FRWWLVKHFRQRP\
0DUFK 
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Figure 4:RUNHUVORRNLQJIRUPRUHKRXUV8.2FWREHU±'HFHPEHU

 
 
Source: ONS Labour Market Statistics, UK, February 2015. 

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Table 6/HYHODQGUDWHRISHRSOHRQ=+&E\UHJLRQ2FWREHU±'HFHPEHU


  
In employment on a ZHC 
(thousands) 
Percent of people in 
employment on a ZHC 
   
UK 697 2.3 
England 598 2.3 
North East 28 2.3 
North West 77 2.3 
Yorkshire and The Humber 59 2.4 
East Midlands 48 2.1 
West Midlands 67 2.6 
East of England 70 2.4 
London 77 1.8 
South East 97 2.2 
South West 73 2.8 
Wales 35 2.5 
Scotland 60 2.3 
   

Source: ONS Labour Market Statistics, UK, February 2015. 
Notes: Estimates for North East, Wales and Northern Ireland are considered too unreliable and cannot be shown. Not seasonally adjusted 
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QRZVWHSSHGRXWRIJRYHUQPHQW$VKHGLGVRWKHJOREDORLOSULFHZDVDJDLQRQWKHVOLGH+DYLQJYLUWXDOO\
KDOYHGLQMXVWIRXUPRQWKV6FRWODQGLVRQFHPRUHIDFLQJWKDWFKDOOHQJHWRRXWSXWDQGMREV2QO\WKLVWLPH
WKH 1RUWK 6HD SURYLQFH LV PXFK PRUH PDWXUH DQG WKH SURVSHFWV IRU RQJRLQJ LQYHVWPHQW PXFK PRUH
SUREOHPDWLFDO2LOKDVLQGHHGEHHQDFRQWLQXRXVWKUHDGLQIRUW\\HDUVRI)UDVHUFRPPHQWDULHV
:KHQ WKH ILUVW RQH DSSHDUHG LQ  WKH 6FRWWLVK HFRQRP\ ZDV DOUHDG\ IDFLQJ PDQ\ PXFKROGHU
LQGXVWULDOFKDOOHQJHV ,WVFRDOILHOGVQDWLRQDOLVHGXQGHUWKH8.ZLGH1DWLRQDO&RDO%RDUGLQZHUH
VWUXJJOLQJWRVWD\FRPSHWLWLYH0LQHUVZHUHILJKWLQJIRUZDJHVWKDWFRXOGNHHSSDFHZLWKUDPSDQWSULFH
                                                        
,QFOXGLQJ8QLYHUVLW\RI6WUDWKFO\GHHFRQRPLVWV5*%URRNV3URIHVVRU$,&OXQLHV5RVV.+DQFRFN-6FRQOOHU
DQG3:DQOHVV±3KLOLS%RRWK(GLWRU:HUH(FRQRPLVWV$OO:URQJ",QVWLWXWHIRU(FRQRPLF$IIDLUV, 
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
LQIODWLRQ,QWKH\FDOOHGWKHLUILUVWRIILFLDOVWULNHVLQFH$VHFRQGIROORZHGDWWKHVWDUWRI
2Q ERWK RFFDVLRQV WKH +HDWK JRYHUQPHQW¶V UHVSRQVH ZDV WR GHFODUH D VWDWH RI HPHUJHQF\ DQG
LPSOHPHQWDWKUHHGD\ZHHN7KHOLJKWVZHQWRXW(OHFWULFLW\ZDVVWULFWO\UDWLRQHG)DFHGZLWKWKDWVHFRQG
VWULNH+HDWKGHFLGHGWRJRWRWKHFRXQWU\WRVHHNDIUHVKPDQGDWH%XWWKHHOHFWRUDWHUHWXUQHGDPLQRULW\
/DERXUJRYHUQPHQWZKLFKSURPSWO\VHWWOHGZLWKWKH1801DWLRQDO8QLRQRI0LQHZRUNHUV
)DVWIRUZDUGWRWKHVDQGWKHH[SORVLYHLVVXHGLYLGLQJPLQHUVDQGJRYHUQPHQWWXUQHGIURPZDJHVWR
SLWFORVXUHV7KH LQFRPLQJ7KDWFKHUDGPLQLVWUDWLRQEDFNHGGRZQ LQRYHUSODQVWRFORVHSLWV
%XWDVZHQRZNQRZIURPKHURZQELRJUDSKHU&KDUOHV0RRUHRQHRIWKHILUVWWKLQJVVKHGLGRQWDNLQJ
RIILFHLQZDVWRWHOOKHUGHSXW\:LOOLH:KLWHODZ³7KHODVW&RQVHUYDWLYHJRYHUQPHQWZDVGHVWUR\HG
E\WKHPLQHUV¶VWULNH:H¶OOKDYHDQRWKHUDQGZH¶OOZLQ´%\WKHORJLVWLFVDQGSODQQLQJIRUHQVXULQJ
WKDWYLFWRU\VWRFNSLOLQJHQRXJKFRDOPRELOLVLQJSROLFHVWUHQJWKLQFRDOILHOGDUHDVZHUHQRW\HWLQSODFH
%\VKHKDGEURXJKWD6FRW,DQ0DF*UHJRURYHUIURP$PHULFDWRUXQWKH1DWLRQDO&RDO%RDUG+H
KDGSULYDWHO\SXWDPDVVLYHSLW FORVXUHSURJUDPPHEDFNDW WKH WRSRIKLVDJHQGD$ELWWHUSURWUDFWHG
EDWWOH ZLWK WKH PLQHUV QRZ OHG E\ $UWKXU 6FDUJLOO ZDV DOPRVW LQHYLWDEOH ,W ODVWHG D \HDU DQG OHIW WKH
180GHIHDWHGGHPRUDOLVHGDQGGLYLGHG7KLUW\\HDUVRQIURPWKDW0DUFKGHQRXHPHQWWKHWKUHH
UHPDLQLQJGHHSPLQHVLQWKH8.QRQHRIWKHPLQ6FRWODQGDUHGXHWRVKXWRYHUWKHQH[WWZR\HDUV
7KHORQJGHFOLQHLQVKLSEXLOGLQJLQ6FRWODQGDQGWKHUHVWRIWKH8.KDVIROORZHGDVKDOORZHUWUDMHFWRU\
$UJXDEO\ SURGXFWLRQ RI VKLSV UHDFKHG LWV SHDN DFURVV WKHVH LVODQGV LQ WKH ILUVW GHFDGH RI WKH WK
FHQWXU\ +DG LW QRW EHHQ IRU WZR ZRUOG ZDUV PDULQH HQJLQHHULQJ PLJKW KDYH HPXODWHG FRDO¶V UDSLG
HQGJDPH $V LW LVVKLSVDUHVWLOOEHLQJEXLOWRQ WKH&O\GHPDLQO\ IRU WKH5R\DO1DY\7KH ODWHVW WZR
PDVVLYHDLUFUDIWFDUULHUVDUHDFWXDOO\EHLQJDVVHPEOHG LQKXJHPRGXOHVDW\DUGVDURXQGWKH8.WKHQ
EURXJKWE\EDUJHWR5RV\WKRQWKH)RUWKIRUILQDODVVHPEO\:KHQWKH)UDVHUFRPPHQWDU\VHULHVEHJDQ
WKHUHZHUHVWLOOKRSHVRIPDLQWDLQLQJDYLDEOHPHUFKDQWVKLSEXLOGLQJFDSDFLW\LQ6FRWODQGDQGDFURVVWKH
UHVWRIWKH8.
2Q WKH &O\GH WKH *HGGHVLQVSLUHG UHVWUXFWXULQJ RI WKH ODWH VL[WLHV IRXQGHUHG ZLWK WKH OLTXLGDWLRQ RI
8SSHU&O\GH6KLSEXLOGHUVLQEDUHO\WKUHH\HDUVDIWHUILYHPDMRUVKLSEXLOGHUVRQWKHXSSHUULYHUKDG
DPDOJDPDWHG7KH LFRQLFZRUNLQWKDW IROORZHG OHGE\ WKH ODWH-LPP\5HLGVHUYHG WKHZRUNHUV LQ WKH
\DUGVPRUHSURGXFWLYHO\WKDQ$UWKXU6FDUJLOO¶VPRUWDOFRPEDWZLWK0DUJDUHW7KDWFKHUDGHFDGHODWHU,Q
ZKDWZDVOHIWRI8&6WRJHWKHUZLWKWKH6FRWW/LWKJRZJURXSLQJRQWKH/RZHU&O\GHDQGQXPHURXV
RWKHU\DUGJURXSLQJVDURXQG%ULWDLQZHUHPHUJHGLQWRVWDWHRZQHG%ULWLVK6KLSEXLOGHUVKHDGTXDUWHUHG
LQ 1HZFDVWOH ,Q WKH PHUFKDQW \DUGV WKH PLVPDWFK EHWZHHQ RUGHU ERRNV DQG SURGXFWLRQ FDSDFLW\
SHUVLVWHG%\WKHHQGRI%ULWLVK6KLSEXLOGHUVKDGFORVHGKDOILWV\DUGV
1HZ OHJLVODWLRQE\ WKH7KDWFKHUJRYHUQPHQW WKH IROORZLQJ\HDUHQVXUHG WKH UHPDLQLQJ\DUGVZRXOGEH
SULYDWLVHGRQFHPRUH2QWKH&O\GH*RYDQ6KLSEXLOGHUVEHFDPHSDUWRIWKH1RUZHJLDQRZQHG.YDHUQHU
JURXS DQG WKH QDYDO VKLSEXLOGHU <DUURZ EHFDPH SDUW RI *(&¶V 0DUFRQL GLYLVLRQ 7RJHWKHU WKH\ QRZ
FRQVWLWXWHWKHQDYDOVKLSVDUPRI%$(6\VWHPV0DULWLPH2QWKH/RZHU&O\GHWKHVPDOO)HUJXVRQ\DUG
VXUYLYHVDIWHUDUHFHQWEX\RXWE\WKH6FRWWLVKLQGXVWULDOLVW¶V&O\GH%ORZHUV&DSLWDOEXLOGLQJIHUULHVIRU
WKH6FRWWLVKJRYHUQPHQWDQGKRSLQJIRURUGHUVIURPWKHRIIVKRUHDQGUHQHZDEOHVVHFWRUV
,W ZDVQ¶W MXVW WKH KLVWRULF EHGURFN RI 6FRWWLVK LQGXVWU\ OLNH FRDO DQG VKLSEXLOGLQJWKDW ZDV IDFLQJ
WXPXOWXRXV WLPHV GXULQJ WKHVH ILUVW ILIWHHQ \HDUV RI )UDVHU FRPPHQWDULHV 6LQJHU WKH $PHULFDQ
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
FRUSRUDWLRQWKDWWKHQGRPLQDWHGZRUOGVHZLQJPDFKLQHPDQXIDFWXUHILUVWFDPHWR&O\GHEDQNLQWKHPLG
V,WEXLOWDSURGXFWLRQFRPSOH[VRYDVWLWKDGLWVRZQGLVWLQFWLYHFORFNWRZHUDQGGHGLFDWHGUDLOZD\
KDOW%\LWZDVFORVLQJLWVJDWHVIRUWKHODVWWLPH7UDFWRUPDQXIDFWXUHU0DVVH\)HUJXVRQFDPHWR
.LOPDUQRFNLQEXWGHSDUWHGLQ%ULWLVK$OXPLQLXPRSHQHGDODUJHVPHOWHUDW,QYHUJRUGRQRQ
WKH&URPDUW\)LUWKLQRQO\WRFORVHLWDW&KULVWPDV'LYHUVHLQGXVWULHVDFURVV6FRWODQGZLWK
OLIHF\FOHVDORQJDVDFHQWXU\DQGDVVKRUWDVDGHFDGHDOOIDOOLQJOLNHQLQHSLQVE\WKHHQGRIWKHV
7KHUHZHUHRWKHUV7KHJLDQWFDUSODQWDW/LQZRRG7KHSXOSPLOOLQ/RFKDEHU7KH%0&/H\ODQGWUXFN
DQGWUDFWRUSODQWDW%DWKJDWH7KHVWULSVWHHOPLOODW5DYHQVFUDLJ$OOQRZJRQH6RPHIRUHYHUHQVKULQHG
LQ WKH 3URFODLPHUV¶ SODLQWLYH ODPHQW /HWWHU IURP $PHULFD 2QO\ 5DYHQVFUDLJ NHSW SURGXFLQJ LQWR WKH
VILQDOO\FORVLQJLQ,QDFRPPHQWDU\SLHFHLQUHIOHFWLQJRQZK\VXFKSODQWVKDGEHHQ
VDQFWLRQHG DQG ILQDQFLDOO\ VXSSRUWHG E\ WKH VWDWH LQ WKH ILUVW SODFH 'DYLG 6LPSVRQ ZDV EOXQW ³7KHLU
HVWDEOLVKPHQWDQGORFDWLRQZDVGLFWDWHGE\SROLWLFDODQGQRWE\HFRQRPLFFRQVLGHUDWLRQV6LQFHLQWKH
PRGHUQZRUOGFKDQJHLVFRQWLQXLQJFORVXUHRIVXFKXQHFRQRPLFSODQWVZDVRQO\DPDWWHURIWLPH´9RO
1R
3RVWZDU UHJLRQDO SROLF\ZDVFHUWDLQO\GHSOR\HGE\JRYHUQPHQWV UHJDUGOHVVRI WKHSDUW\ LQSRZHU WR
SHUVXDGH FRPSDQLHV WR LQYHVW LQ VRPH RI WKH OHDVW HFRQRPLFDOO\ G\QDPLF SDUWV RI WKH FRXQWU\ 7KH
V\VWHPRILQGXVWULDOGHYHORSPHQWFHUWLILFDWHVLQWURGXFHGE\WKH$WOHH/DERXUJRYHUQPHQWLQZDV
XVHGHQWKXVLDVWLFDOO\E\ WKH0DFPLOODQ7RU\JRYHUQPHQW LQ WKHHDUO\V WRSHUVXDGH/RUG5RRWHV
DJDLQVWKLVRZQLQVWLQFWVWRORFDWHKLV+LOOPDQ,PSSODQWDW/LQZRRGUDWKHULQWKH:HVW0LGODQGV+DUROG
:LOVRQZKHQSULPHPLQLVWHUFHUWDLQO\OHQWRQ%ULWLVK$OXPLQLXPWREXLOGDQHZVPHOWHUDW,QYHUJRUGRQ
%XW RWKHUPDMRU LQYHVWPHQW GHFLVLRQV FDQ EH WUDFHG PRUH WR KHULWDJH DQGSHUVRQDO FRQQHFWLRQV 7KH
$PHULFDQ 6LQJHU &RUSRUDWLRQ EURXJKW LWV VHZLQJ PDFKLQH SODQW WR &O\GHVLGH EHFDXVH WKH H[HFXWLYH
FKDUJHGZLWKWDNLQJWKHGHFLVLRQZDVDQHPLJUDQWIURP&O\GHEDQN$OIUHG<DUURZKDYLQJRXWJURZQKLV
H[LVWLQJVLWHEURXJKWKLVEXUJHRQLQJVKLS\DUGWR6FRWVWRXQLQ*ODVJRZIURP3RSODULQ/RQGRQLQ
KDYLQJDGYHUWLVHGDURXQGWKH8.IRUDQHZKRPHIRUKLV\DUG+HHYHQSHUVXDGHGPDQ\RIKLVH[LVWLQJ
ZRUNIRUFHWRPDNHWKHPRYHZLWKKLPDQGEXLOWKRPHVDURXQGWKH\DUGLQ6FRWVWRXQWRKRXVHWKHP$QG
7KRPDV-:DWVRQWKHIRXQGLQJIDWKHURIZKDWFDPHWREHNQRZQDV,%0WKRXJKERUQLQ$PHULFDZDV
IURP6FRWWLVKHPLJUDQWVWRFN+LVIULHQGVKLSZLWKWKHWKHQ6HFUHWDU\RI6WDWHIRU6FRWODQG+HFWRU0F1HLO
KHOSHGHQVXUH,%0¶VILUVWPDMRU(XURSHDQPDQXIDFWXULQJSODQWFDPHWR*UHHQRFNLQ0F1HLOZDV
*UHHQRFN¶V03DWWKHWLPH
,Q  /DERXU OHG E\ +DUROG :LOVRQ WULHG WR UHIRUPXODWH WKH ZD\ JRYHUQPHQW QXUWXUHG HFRQRPLF
DFWLYLW\LQ6FRWODQGE\FUHDWLQJWKH6FRWWLVK'HYHORSPHQW$JHQF\7KH6'$ZDVFKDUJHGZLWKIXUWKHULQJ
HFRQRPLF GHYHORSPHQW SURYLGLQJ PDLQWDLQLQJ RU VDIHJXDUGLQJ HPSOR\PHQW DQG SURPRWLQJ LQGXVWULDO
HIILFLHQF\DQGLQWHUQDWLRQDOFRPSHWLWLYHQHVV,WFRXOGLQYHVWGLUHFWO\LQEXVLQHVVHVWDNLQJRQWKHSRZHUV
FUHDWHG IRU WKH 1DWLRQDO (QWHUSULVH %RDUG LQ 6FRWODQG DQG SDYLQJ WKH ZD\ IRU 6'$¶V HQJDJHPHQW LQ
6FRWODQG¶V QDVFHQW µKLWHFK¶ VHFWRU 6'$ EHFDPH 6FRWODQG¶V ELJJHVW LQGXVWULDO ODQGORUG DQG KDG
ZLGHVSUHDG SRZHUV RYHU GHUHOLFW ODQG FOHDUDQFH DQG XUEDQ UHQHZDO ,W WRRN RYHU IURP WKH 6FRWWLVK
&RXQFLO WKH WDVNRI OXULQJPRUH ,%0V WR6FRWODQG¶VVKRUHV ,Q WKH MDUJRQ LQZDUG LQYHVWPHQW ,WV LQLWLDO
EXGJHWRIPPDWFKHGLWVZLGHUDQJLQJSRZHUV
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
7KH 2FWREHU  JHQHUDO HOHFWLRQ KDG VHQW HOHYHQ 613 03V WR :HVWPLQVWHU PRVW IURP 7RU\KHOG
FRQVWLWXHQFLHVRQ WKHVORJDQ ,W¶V6FRWODQG¶V2LO/DERXU¶VFUHDWLRQRI WKH6'$ZDVZLGHO\ VHHQDVD
SROLWLFDOSOR\E\:LOVRQDQGKLV6FRWWLVK6HFUHWDU\:LOOLH5RVV WREOXQW WKDWQDWLRQDOLVWFKDUJH/DERXU
KDG RI FRXUVH FUHDWHG D WHPSODWH IRU WKH 6'$ D GHFDGH HDUOLHU LQ  ZKHQ LW ODXQFKHG WKH
+LJKODQGV	,VODQGV'HYHORSPHQW%RDUGZLWKDUDGLFDOPDQGDWHWRUHYLWDOLVHWKHHFRQRP\RIWKHIUDJLOH
1RUWKRI6FRWODQG%XWZKLOHWKH+,'%GUHZVWUHQJWKIURPWKHOHVVSDUWLVDQQDWXUHRISROLWLFVDERYHWKH
KLJKODQGIDXOWOLQHWKHDGYHQWRIWKH6'$EUHDFKHGWKHROGFURVVSDUW\FRQVHQVXVRQUHJLRQDOSROLF\WKDW
KDGIORXULVKHGLQWKHILIWLHVDQGVL[WLHV7KH6'$EHFDPHVRPHWKLQJRIDSROLWLFDODQGLGHRORJLFDOIRRWEDOO
,WZDVQ¶WWKDWFRQVHUYDWLYHVHYHQWKRVHOHGE\0DUJDUHW7KDWFKHUIURPZHUHFRQVLVWHQWO\KRVWLOHWR
VWDWH LQWHUYHQWLRQ ZKHQ PDUNHWV ORRNHG OLNH GRLQJ WKLQJV WKH\¶G UDWKHU WKH\ GLGQ¶W $W WKH VWDUW RI WKH
VZKHQDQ LQVROYHQW5ROOV5R\FHZHQW LQWR UHFHLYHUVKLS7HG+HDOWKQDWLRQDOLVHG LW WRVHFXUH LWV
IXWXUH7KHQH[W7RU\WRHQWHU'RZQLQJ6WUHHWDVSULPHPLQLVWHUIDFHGDVLPLODUFKDOOHQJH:LWKDVLPLODU
UHVXOW:KHQWKH*ODVJRZEDVHGHQJLQHHUVWKH:HLU*URXSFKDLUHGE\9LVFRXQW:HLUJRWLQWRVHULRXV
ILQDQFLDOGLIILFXOWLHVLQWKH6'$ZDVSUHYDLOHGXSRQWRSDUWLFLSDWHLQDUHVFXHSDFNDJH
$QGLQWKHVDPH\HDUZKHQWKH5R\DO%DQNRI6FRWODQGERDUGZDVPLQGHGWRDFFHSWDWDNHRYHUELGE\
WKH/RQGRQEDVHG6WDQGDUG&KDUWHUHG%DQNRQO\ WR ILQG LWVHOIRQ WKH UHFHLYLQJHQGRIDPXFKKLJKHU
KRVWLOHELG IURPWKH+RQJ.RQJDQG6KDQJKDL%DQNLQJ&RUSRUDWLRQ0UV7KDWFKHU¶V6FRWWLVKPLQLVWHUV
ZHQWSXEOLFRQWKHLUKRVWLOLW\WRERWKELGVDQGKHOSHGHQVXUHWKH0RQRSROLHVDQG0HUJHUV&RPPLVVLRQ
WKUHZERWKRIWKHPRXW$VDPHPRUDQGXPIURP3URIHVVRUV0F*LOYUD\DQG6LPSVRQWRWKH00&LQWKH
-XO\  HGLWLRQ RI WKH FRPPHQWDU\ SXW LW ³,Q WHUPV RI PDUNHW FDSLWDOLVDWLRQ WKH 5R\DO %DQN LV WKH
VHFRQGODUJHVWFRPSDQ\ZLWKLWVKHDGRIILFHLQ6FRWODQGLWLVQRWSXWWLQJLWWRRVWURQJO\WRVD\WKDWLIWKH
5R\DO%DQNJRHV LWZLOO WKHEHJLQQLQJRI WKHHQGRI WKH LQGLJHQRXVSULYDWHVHFWRU LQ6FRWODQGZLWKDOO
ZKLFKWKDWLPSOLHVIRUWKHUHJHQHUDWLRQRI6FRWWLVKLQGXVWU\´9RO1R
2QHRIWKHGRPLQDWLQJIHDWXUHVRIWKDWZKROHGHFDGHZDVWKHZDYHRIWDNHRYHUVRIPDMRUSULYDWHVHFWRU
SOD\HUV LQ WKH 6FRWWLVK HFRQRP\ E\ ULYDO EXVLQHVVHV +DYLQJ IHQGHG RII D WDNHRYHU ELG IURP 7LQ\
5RZODQG¶V/RQUKR LQ WKDQNV WRDQRWKHU00&YHWR WKHGHSDUWPHQWVWRUHFKDLQ+RXVHRI)UDVHU
ZDVVROGWRWKH$O)D\HGIDPLO\LQ+DUURGVLVQRZRZQHGE\WKH4DWDULUR\DOIDPLO\7KHUHVWRIWKH
FKDLQ KDYLQJ SDVVHG WKURXJK ,FHODQGLF KDQGV LV QRZ LQ &KLQHVH RZQHUVKLS ,Q  6RXWK $IULFDQ
EDVHG &KDUWHU DFTXLUHG PLQLQJ HTXLSPHQW PDNHU $QGHUVRQ 6WUDWKFO\GH EDVHG LQ 0RWKHUZHOO %ULWRLO
ZKLFK VWDUWHG OLIH LQ  DV WKH VWDWHRZQHG %ULWLVK 1DWLRQDO 2LO &RUSRUDWLRQ ZDV SULYDWLVHG LQ WZR
VWDJHVE\WKH7KDWFKHUJRYHUQPHQWILUVW LQWKHQLQ-XVWWKUHH\HDUVDIWHUWKDWIORDWDWLRQRI
WKHIRXUWKELJJHVWRLODQGJDVSURGXFHULQWKH1RUWK6HDZDVFRPSOHWHGLWZDVDFTXLUHGE\%3,Q
WKH*ODVJRZEDVHGWKUHDGPDNHU&RDWV3DWRQZDVWDNHQRYHUE\'DYLG$OOLDQFH¶V9L\HOODJURXS
7KHPHVVLHVWRI WKHV WDNHRYHUZDYHHQJXOILQJ6FRWODQG¶VSULYDWHVHFWRUKLW WKHZKLVN\VHFWRU ,Q
 WKH ,ULVK EUHZHU *XLQQHVV ODXQFKHG D VXUSULVH WDNHRYHU ELG IRU WKH 3HUWKEDVHG ZKLVN\ GLVWLOOHU
$UWKXU %HOO +DYLQJ VZDOORZHG %HOOV LW WKHQ GRZQHG WKH PXFKELJJHU 'LVWLOOHUV &RPSDQ\ KRPH WR D
ZKROHIDPLO\RIZHOONQRZQEUDQGVRI6FRWFK'LVWLOOHUVDFFHSWHGWKHHPEUDFHRIWKH(UQHVW6DXQGHUV
OHG*XLQQHVV UDWKHU WKDQVXFFXPE WR WKHPHUFLHVRI WKH$UJ\OO*URXSVXSHUPDUNHW FKDLQ OHGE\ WKH
XSVWDUW-LPP\*XOOLYHU7KHRXWFRPHVSOLWWKH6FRWWLVKEXVLQHVVHVWDEOLVKPHQW7KHWKHQJRYHUQRURIWKH
%DQNRI6FRWODQG6LU7RP5LVNDQGDOHDGLQJ(GLQEXUJKODZ\HU6LU&KDUOHV)UDVHUKDGDJUHHGWRVHUYH
ZLWK6DXQGHUVRQWKHHQODUJHG8QLWHG'LVWLOOHUVJURXSERDUG%XWZKHQSURPLVHVPDGHWRWKHPZHUHQ¶W
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
NHSW WKH IODN EHJDQ WR IO\ 6DXQGHUV DQG WKUHH RWKHUV ZHUH VXEVHTXHQWO\ FKDUJHG ZLWK IUDXGXOHQWO\
PDQLSXODWLQJWKH*XLQQHVVVKDUHSULFHWRZLQWKHEDWWOHIRU'LVWLOOHUV6DXQGHUVVHUYHGWHQPRQWKVRID
WKLUW\PRQWKVHQWHQFHLQDQRSHQSULVRQ
7KH IHDU H[SUHVVHG E\ 0F*LOYUD\ DQG 6LPSVRQ RYHU WKH IDWH RI WKH 5R\DO %DQN WKDW LWV ORVV RI
LQGHSHQGHQFHZRXOGVSHOO ³WKHEHJLQQLQJRI WKHHQGRI WKH LQGLJHQRXVSULYDWHVHFWRU LQ6FRWODQG´ZDV
ZLGHO\ VKDUHG DW WKH WLPH 7KHUH ZDV VXVWDLQHG GHEDWH HYHQ LQ ERDUGURRP DQG SURIHVVLRQDO FLUFOHV
DERXWZKDWNLQGRISURWHFWLRQLVWPHDVXUHVPLJKWVWHPWKHWLGHDQGUHWDLQPRUHKHDGTXDUWHUVFRQWURO LQ
6FRWODQG&RXOGVRPHNLQGRIWDUWDQULQJIHQFHHQIRUFHGE\WKHFRPSHWLWLRQDXWKRULWLHVEHHUHFWHG"%XW
DVZHZLOOVHHLQ ODWHUVWDJHVRI WKLV WKUHHSDUWVWRU\ WKDWWUHQGZDVQRWUHYHUVHG ,QGHHGLWVSUHDGWR
DUHDVOLNHILQDQFHDQGSURIHVVLRQDOVHUYLFHV$QGWKH6FRWWLVKEDQNWKDWZDVVDYHGIURPLWVHOI LQ
5%6 HQGHG XS JRLQJ RQ D PDVVLYH WDNHRYHU VSUHH RI LWV RZQ WKDW SOXQJHG LW LQWR D QHDUGHDWK
H[SHULHQFH
7KH7KDWFKHUJRYHUQPHQW¶VFRPSDUDWLYHSUDJPDWLVPRYHULQWHUYHQLQJGLUHFWO\LQPDUNHWVDVLWGLGRYHU
WKHSRVVLEOHFROODSVHRIWKH:HLU*URXSDQGWKH5R\DO%DQN¶VFRUSRUDWHLQGHSHQGHQFHGLGQRWH[WHQGWR
EX\LQJLQ WR LWV/DERXUSUHGHFHVVRU¶VYLVLRQRI WKHUROHRI WKHIOHGJOLQJ6'$$W WKHVWDUWRIPRUH
UHVWULFWLYHJXLGHOLQHVZHUHLVVXHGRQZKHQ$JHQF\FRXOGLQYHVWGLUHFWO\LQEXVLQHVVHVDQGLQZKDWIRUP±
DQG GURSSLQJ LWV /DERXULQVSLUHG DLP WR H[WHQG WUDGH XQLRQ UHSUHVHQWDWLRQ LQ 6FRWWLVK LQGXVWU\ 7KH
IROORZLQJ\HDUWKHEXVLQHVVRIDWWUDFWLQJPRUHIRUHLJQGLUHFWLQYHVWPHQWLQWR6FRWODQGZDVKLYHGRIIWRD
QHZMRLQW6'$6FRWWLVK2IILFHDJHQF\/RFDWH,Q6FRWODQG,QWKHODWWHUKDOIRIWKHGHFDGHWKH6'$ZDV
WROG WR VHOO RII LWV ODUJH LQGXVWULDO SURSHUW\ SRUWIROLR DQG OHDYH PRUH RI WKH WDVN RI KRXVLQJ 6FRWODQG¶V
LQGXVWULHV WR WKH FRPPHUFLDO SURSHUW\ VHFWRU ,Q EHWZHHQ WKHUH ZDV D VHOHFW FRPPLWWHH LQTXLU\ DQG
YDULRXV1DWLRQDO$XGLW2IILFHDQG+07UHDVXU\WUDZOVWRNHHSWKH6'$RQLWVWRHV
7KH YDVW *ODVJRZ (DVWHUQ $UHD 5HQHZDO SURMHFW *($5 FRRUGLQDWHG E\ WKH $JHQF\ ± DW WKH
*RYHUQPHQW¶VGLUHFWLRQDQGODXQFKHGWKH\HDUDIWHUWKH6'$ZDVXSDQGUXQQLQJZDVDOORZHGXQGHU
WKH7RULHVWRFRPSOHWHLWVWHQ\HDUMRXUQH\+RZHYHUWKHIDFWWKDWKDVWDNHQDSURMHFWRIWKHVFDOHRIODVW
\HDU¶V &RPPRQZHDOWK *DPHV WR UHYLVLW WKH SK\VLFDO UHJHQHUDWLRQ RI PXFK RI WKDW VDPH DUHD RI
*ODVJRZ¶V(DVW(QGVSHDNVYROXPHVDERXWKRZGLIILFXOWLWLVWRUHQHZHFRQRPLFYLWDOLW\LQSK\VLFDOO\UXQ
GRZQ LQQHUFLW\DUHDV7KHFUHDWLRQRI/RFDWH LQ6FRWODQGKDGDSRVLWLYH LPSDFWRQWKHIORZRI LQZDUG
LQYHVWPHQWWR6FRWODQGQRWDEO\WKHVWHDG\VWUHDPRIHOHFWURQLFVYHQWXUHVFRPLQJWRVZHOOWKHUHVLGHQWV
RI6FRWODQG¶Vµ6LOLFRQ*OHQ¶6RPHRIFRXUVHKDGEHHQFRPLQJORQJEHIRUHWKDW7KHUHZDVDZDYHLQ
WKHVDQGV)HUUDQWL,%0%XUURXJKV+RQH\ZHOO1&50RWRURODEURXJKWLWVILUVWFKLSSODQWWR
(DVW.LOEULGHLQWKHV1DWLRQDO6HPLFRQGXFWRUEURXJKWDQRWKHUWR*UHHQRFNLQWKHV
%XWWKHZDYHRISODQWVWKDWRSHQHGLQWKHVPDLQO\LQ6FRWODQG¶V1HZ7RZQVPDQ\DVVHPEOLQJWKH
KDUGZDUH IRU WKH ILUVW JHQHUDWLRQV RI GHVN WRS FRPSXWHUV VHHPHG WR KHUDOG D QHZ LQGXVWULDO GDZQ
6DGO\WKDQNVWKHVSHHGRILQQRYDWLRQLQWKHWHFKQRORJ\DQGWKHHPHUJHQFHRIHYHQORZHUFRVWORFDWLRQV
WRGRVXFKZRUNQRWDEO\LQ(DVWHUQ(XURSHDQGWKH)DU(DVWLWZDVWRSURYHDWUDQVLHQWERRP
$WWHPSWVZHUHPDGHWRDWWUDFWRWKHUHPHUJLQJWHFKQRORJLHV ,QWRPXFKIDQIDUH'DPRQ%LRWHFK
ZDV VXSSRVHG WR EH FRPLQJ WR /LYLQJVWRQ ZLWK P RI LQYHVWRU EDFNLQJ WR EXLOG WKH ELJJHVW
PRQRFORQDODQWLERG\SODQWLQWKHZRUOG,WGLGQRWKDSSHQ5LVNLVRIFRXUVHXQDYRLGDEOHIRUDQ\QDWLRQDO
GHYHORSPHQWDJHQF\VHHNLQJWRUHSODFHRXWPRGHGLQGXVWULHVZLWKWRPRUURZ¶VJURZWKEXVLQHVVHV%XW
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
E\WKHODWHHLJKWLHVLWZDVEHFRPLQJFOHDUHUWKDWWKH7KDWFKHUJRYHUQPHQWKDGQHYHUTXLWHIRUJLYHQWKH
6'$ IRU EHLQJ /DERXU¶V LQLWLDWLYH ,WV GHDWK NQHOO ZDV VRXQGHG LQ  ZKHQ D 7RU\ VXSSRUWLQJ
EXVLQHVVPDQ %LOO +XJKHV FDPH XS ZLWK D QHZ PRGHO  D QHWZRUN RI HQWHUSULVH DJHQFLHV ZLWK VWURQJ
EXVLQHVV UHSUHVHQWDWLRQ WKDW ZRXOG QRW RQO\ UHLJQLWH 6FRWODQG¶V HQWUHSUHQHXULDO VSLULW EXW WDNH RYHU
UHVSRQVLELOLW\IRUVNLOOVWUDLQLQJWRR+RZ6FRWWLVK(QWHUSULVHFDPHWREHIRUPVSDVWWZRRIWKLVVHULHV
$QGKRZGLGWKHVWDWHRIWKH6FRWWLVKHFRQRP\ORRNDVWKHILUVWILIWHHQ\HDUVRIWKH)UDVHUFRPPHQWDULHV
GUHZ WR D FORVH" ,¶OO OHDYH WKH ODVW ZRUG WR 'U -RKQ +DOO 76% 6FRWODQG¶V 7UHDVXU\ (FRQRPLVW ,Q KLV
HFRQRPLFEULHILQJLQWKHODVWLVVXHRI9RO1RKHZULWHV³&RPSDQLHVDOUHDG\IDFHGZLWKD
EXUJHRQLQJILQDQFLDOGHILFLWDQGDVTXHH]HRQSURILWVDQG OLTXLGLW\PD\WKHQEHIRUFHGLQWRDSHULRGRI
LQWHQVHODERXUVKHGGLQJWKXVWLSSLQJWKHHFRQRP\WRZDUGVUHFHVVLRQ7KHLQWHQVLW\RISUHVVXUHVLQWKH
ODERXUPDUNHWKDYHRQFHDJDLQUDLVHGWKHVSHFWUHRIVWDJIODWLRQDOEHLWRIDPLOGHUIRUPWKDQSUHYLRXVO\
H[SHULHQFHG DQG LQ WKH FRQWH[W RI D IDU PRUH EHQLJQ LQWHUQDWLRQDO HQYLURQPHQW VOXJIODWLRQ PD\ EH D
PRUHDSSURSULDWHWHUP´9RO1R6OXJIODWLRQ",W¶VDSHULRGRIVOXJJLVKJURZWKDQGULVLQJLQIODWLRQ
$Q$JHRI'LPLQLVKHG([SHFWDWLRQVSHUKDSVWRERUURZWKHWLWOHRIRQHRI3DXO.UXJPDQ¶VERRNV7RVHH
ZKDWWKHVGLGEULQJIRUWKH6FRWWLVKHFRQRP\UHDGWKHQH[WLQVWDOOPHQWRI6(5,(67,7/(LQ-XQH¶V
)UDVHU(FRQRPLF&RPPHQWDU\9RO1R

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I Introduction 

7KHSXUSRVHRIWKLVSDSHULVWRUHYLHZWKHSHUIRUPDQFHRI6FRWODQG¶VILQDQFLDOVHUYLFHV)6VHFWRUDQG
LWV WKUHH SULQFLSDO VXEVHFWRUV DQG WR GUDZ RXW VWUDWHJLF LVVXHV IRU WKH VHFWRU DQG SROLF\ PDNHUV LQ
6FRWODQG WR FRQVLGHU  7KH SDSHU GUDZV RQ DQDO\VLV RI RIILFLDO HFRQRPLF VWDWLVWLFV XQGHUWDNHQ E\
HFRQRPLVWV DW WKH )UDVHU RI $OODQGHU ,QVWLWXWH DQG ZRUN E\ +07 DV ZHOO DV IURP FRQYHUVDWLRQV ZLWK
VHQLRUPHPEHUVRI6FRWODQG¶VILQDQFLDOFRPPXQLW\

6HFWLRQ,,GUDZVWRJHWKHUDWLPHVHULHVDQDO\VLVRIRXWSXWHPSOR\PHQWDQGYDOXHDGGHG*9$RIWKH)6
VHFWRUDQGLWVSULQFLSDOVXEVHFWRUV7KLVLVSDUWLFXODUO\LPSRUWDQWJLYHQWKDWWKHVHFWRUKDVH[SHULHQFHG
DYHU\WXUEXOHQWSHULRGRYHUWKHSDVWVL[RUVHYHQ\HDUV7KHDQDO\VLVKDVEHHQPXFKDLGHGE\WKHGDWD
DQG DQDO\VLV SURYLGHG E\ HFRQRPLVWV DW WKH )UDVHU RI $OODQGHU ,QVWLWXWH )$, +RZHYHU LW VKRXOG EH
QRWHGWKLVDVVLVWDQFHFDQQRWIXOO\FRPSHQVDWHIRUWKHLQFRQYHQLHQWWUXWKWKDWRIILFLDOGDWDRQWKHVHFWRU
DUHQRWFRPSOHWHLQWKHLUVXEVHFWRUDOEUHDNGRZQDQGKHQFHFRQFOXVLRQVKDYHWREHFDXWLRXVLQSODFHV

+DYLQJFRQVLGHUHGWKLVDQDO\VLVDQGLWVLPSOLFDWLRQV6HFWLRQ,,,WXUQVWRWKHPDMRULQIOXHQFHVZKLFKKDYH
LPSDFWHGRQWKHVHFWRULQUHFHQW\HDUVWKRVHZKLFKDUHEHLQJIHOWQRZDQGZLOOEHIHOWLQWRWKHIXWXUH,Q
WKLV FRQWH[W WKH DXWKRU KDV EHQHILWHG IURP GLVFXVVLRQV ZLWK 6FRWWLVK )LQDQFLDO (QWHUSULVH DQG VHQLRU
FRQWDFWVZLWKLQWKHILQDQFLDOVHUYLFHVVHFWRULQ6FRWODQG

6HFWLRQ,9GUDZVWRJHWKHUVRPHNH\FRQFOXVLRQVDVWRWKHFXUUHQWDQGIXWXUHIRFXVRIERWKNH\SOD\HUVLQ
WKH )6 VHFWRU DQG IRU SROLF\ PDNHUV LQ 6FRWODQG DQG SURSRVHV VRPH SRVVLEOH HDUO\ DFWLRQV WR KHOS
UHGXFHSHUFHLYHGULVNVDQGVLJQDOWKDW6FRWODQGUHPDLQVDFRPSHWLWLYHORFDWLRQIRUWKHILQDQFLDOVHUYLFHV
LQGXVWU\DVLWKDVGRQHIRUVRPDQ\\HDUV

7KHUHFDQEHQRGRXEWWKDWDZLGHYDULHW\RIPDMRULQIOXHQFHVDUHDWSOD\DWSUHVHQWDQGWKDWWKHIXWXUH
GRPHVWLFDOO\DQGLQWHUQDWLRQDOO\ LVULIHZLWKXQFHUWDLQWLHV$JDLQWKLVLPSOLHVWKDWWKHFRQFOXVLRQVGUDZQ
UHJDUGLQJ WKH RXWORRN RI WKH VHFWRU KDYH WR EH FDXWLRXV DV GR DQ\ UHFRPPHQGDWLRQV UHJDUGLQJ
DSSURSULDWHSROLFLHVDQGLQWHUYHQWLRQVIRUWKHVHFWRU,WLVKRSHGWKDWWKLVSDSHUUDLVHVVRPHNH\VWUDWHJLF
LVVXHV IRU WKRVH LQYROYHG ZLWK WKH VHFWRU ±LQGXVWU\ SOD\HUV SROLF\ PDNHUV DQG SROLWLFLDQV  DQG WKDW
IXUWKHUFRQVLGHUDWLRQRIWKHVHLVVXHVDQGULVNVPD\OHDGWRRXWFRPHVWKDWDUHEHQHILFLDOWRWKH6FRWWLVK
HFRQRP\DQGWKHHFRQRPLFKHDOWKRIWKLVNH\VHFWRURUDWOHDVWKHOSWRPLWLJDWHVRPHGRZQVLGHULVNV

2I FRXUVH LW VKRXOG EH VWUHVVHG WKDW WKH UHVSRQVLELOLW\ IRU WKH DQDO\VLV WKH YLHZV H[SUHVVHG DQG WKH
FRQFOXVLRQVGUDZQLVHQWLUHO\WKDWRIWKHDXWKRU

8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
II The recent performance of the financial services sector in Scotland  

$ VWDWLVWLFDO DQDO\VLV RI WKH VHFWRU KDV WR EH EDVHG RQ GDWD FRYHULQJ µ6HFWRU .¶ LQ WKH 8.¶V 
6WDQGDUG,QGXVWULDO&ODVVLILFDWLRQ6,&7KLVLVIXUWKHUEURNHQGRZQLQWRWKUHHFRPSRQHQWVQDPHO\

)LQDQFLDOVHUYLFHVH[FHSWLQVXUDQFHDQGSHQVLRQIXQGLQJ
  ,QVXUDQFH UHLQVXUDQFH DQG SHQVLRQ IXQGLQJ VHUYLFHV H[FHSW FRPSXOVRU\ VRFLDO VHFXULW\ DQG
SHQVLRQIXQGLQJ
6HUYLFHVDX[LOLDU\WRILQDQFLDOVHUYLFHVDQGLQVXUDQFHVHUYLFHV

&OHDUO\WKLVLVQHLWKHUDVGHWDLOHGQRUDVFOHDUDEUHDNGRZQDVRQHZRXOGZLVK,Q6FRWODQGZHWHQGWR
WKLQNRI WKHWKUHHNH\FRPSRQHQWVRI WKHVHFWRUEHLQJEDQNLQJ LQVXUDQFHDQGDVVHWVHUYLFLQJ)RU WKH
SXUSRVHVRIWKLVDQDO\VLVZHWDNHEDQNLQJDVVLWWLQJLQLQGHHGGRPLQDWLQJDQGLQVXUDQFHDQGDVVHW
VHUYLFLQJLQ±ZLWKDSRWSRXUULRIPXFKVPDOOHUDFWLYLWLHVVLWWLQJLQ

'DWDRQWUHQGVLQ*URVV9DOXH$GGHGLQ6FRWODQGIURP4WR4DUHVHWRXWLQ)LJXUHIRUWKH
ILQDQFLDOVHUYLFHV)6VHFWRUDVDZKROHDQGIRU6FRWODQGLQLQGH[IRUPEDVHGXSRQ LQERWK
LQVWDQFHV
 
Figure 1:*9$LQGH[IRU6HFWRU.DQG6FRWWLVKHFRQRP\EDVLFSULFHV,QGH[ 
 
Source: Gross Domestic Product, 2nd Quarter 2014 (Scottish Government)  

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8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
4 7KH LQGH[ ULVH RYHU WKH ZKROH SHULRG IRU WKH )6VHFWRU ZDV F LQGH[ SRLQWVZKLOH IRU WKH
6FRWWLVKHFRQRP\DVDZKROHLWZDVRQO\LQGH[SRLQWV

,Q RUGHU WR DVVHVV UHODWLYH SHUIRUPDQFH ZLWKLQ WKH )6 VHFWRU  ZH VHW RXW LQ 7DEOHV  DQG  *9$
FRPSRXQGHG DYHUDJH JURZWK E\ VXEVHFWRU DQG WKH HTXLYDOHQW IRU RXWSXW JURZWK DQG HPSOR\PHQW
JURZWKVHFWRUIRUWKHSHULRGVDQG7KHVHILJXUHVDUHFRQWUDVWHGZLWK
WKHHTXLYDOHQWUHVXOWVIRUWKH)6VHFWRUDVDZKROHDQGIRU6FRWODQG7KHGDWDFRPHIURPWKH6FRWWLVK
*RYHUQPHQW,QSXW2XWSXWWDEOHVDVUHFDOFXODWHGE\WKH)UDVHURI$OODQGHU,QVWLWXWH
 
Table 1*9$JURZWKE\VHFWRUFRPSRXQGDYHUDJHJURZWKUDWHV\HDUVDVQRWHG
SHULRG %DQNLQJ ,QVXUDQFHDQGSHQVLRQV
$X[LOLDU\
ILQDQFLDO
VHUYLFHV
)66HFWRU 6FRWODQG
WR     
WR     
WR     
Source: Scottish Government Input-Output tables and multipliers, July 2014 and FAI calculations. 
 
 
Table 22XWSXWJURZWKE\VHFWRUFRPSRXQGDYHUDJHJURZWKUDWH\HDUVDVQRWHG
SHULRG %DQNLQJ ,QVXUDQFHDQGSHQVLRQV
$X[LOLDU\
ILQDQFLDO
VHUYLFHV
)66HFWRU 6FRWODQG
WR     
WR     
WR     
Source: Scottish Government Input-Output tables and multipliers, July 2014 and FAI calculations. 
 
 
Table 3:(PSOR\PHQWJURZWKE\VHFWRUFRPSRXQGDYHUDJHJURZWKUDWH\HDUVDVQRWHG
SHULRG %DQNLQJ ,QVXUDQFHDQGSHQVLRQV
$X[LOLDU\
ILQDQFLDO
VHUYLFHV
)66HFWRU 6FRWODQG
WR     
WR     
WR     
Source: Scottish Government Input-Output tables and multipliers, July 2014 and FAI calculations. 

)RUEDQNLQJ*9$DQGRXWSXWJUHZUDSLGO\ DYHUDJHGRXEOHGLJLW UDWHSHUDQQXPXSWRDQG WKHQ
VORZHGVKDUSO\+RZHYHU WKHUHZDVDPRGLFXPRIJURZWK LQ WKHSHULRGIRU WKLVVXEVHFWRU
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
ZKLFKZDVHPSKDWLFDOO\QRWWKHFDVHIRULQVXUDQFHDQGSHQVLRQVZKHUH*9$DQGRXWSXWIHOOEDFNE\
RUSHUDQQXPRYHUWKHSHULRG7KHUHZDVDQHYHQODUJHUGHFOLQHE\ERWKPHDVXUHVIRU
DX[LOLDU\ ILQDQFLDO VHUYLFHV WKRXJK LW VKRXOGEH UHFDOOHG WKDW WKLVVXEVHFWRU LVPXFKVPDOOHU WKDQ WKH
RWKHUWZR&OHDUO\WKHNQRFNRQHIIHFWRIWKHEDQNLQJFULVLVZDVIHOWVWURQJO\DFURVVWKHZKROH)6VHFWRU±
ZLWKWKHPRVWOLPLWHGHIIHFWLQWKHVXEVHFWRUFRQWDLQLQJEDQNLQJ,WKDVWREHQRWHGWKDWWKHVXJJHVWLRQ
LQWKHGDWDWKDWEDQNLQJRXWSXWJUHZEHWZHHQDQGLVFRXQWHULQWXLWLYH:LWKHPSOR\PHQWGRZQ
VKDUSO\DQGSURILWV IURPWKHPDMRU WZREDQNVJHQHUDOO\QHJDWLYH WKHH[SHFWDWLRQKDV WREH WKDWRXWSXW
GHFOLQHG$VQRWHGDERYHWKHGDWDDUHQRWSHUIHFW

7XUQLQJWRHPSOR\PHQWWKHUHZDVPXFKOHVVJURZWKLQWKHHDUOLHU\HDUVWKDQLQRXWSXWRU*9$DVLJQRI
LQFUHDVLQJ SURGXFWLYLW\ DQG WKHQ D VKDUS IDOO IRU µILQDQFLDO VHUYLFHV¶ DQG LQVXUDQFH DQG SHQVLRQV
(PSOR\PHQWLQDX[LOLDU\ILQDQFLDOVHUYLFHVURVHE\RYHUSDIURP2QHH[SODQDWLRQFRXOG
EHDVKLIWWRORZHUZDJHORZHUYDOXHDGGHGDFWLYLWLHVDVWKHFULVLVVWUXFN

7XUQLQJWRDFRPSDULVRQEHWZHHQWKH)6VHFWRUDVDZKROHDQG6FRWODQGLW LVFOHDUWKDWWKHGHJUHHRI
YRODWLOLW\ZDVPXFKJUHDWHU IRU)6±VWURQJHUJURZWKRI RXWSXWDQG*9$XS WRDQG WKHQGHFOLQH
ZKLOH IRU6FRWODQGYHU\ VORZJURZWKZDVPDLQWDLQHG7XUQLQJ WRHPSOR\PHQW DJDLQ WKH IDOOEDFNZDV
JUHDWHU LQ WKH)6VHFWRU WKDQ LWZDVIRU6FRWODQGDVDZKROH IRU WKHSHULRGDVDZKROH)6
HPSOR\PHQWIHOOPDUJLQDOO\ZKLOH6FRWWLVKHPSOR\PHQWJUHZE\

$VD UHVXOWRI WKHVHGLIIHULQJ WUHQGV WKH ILQDQFLDOVHFWRUDVDVKDUHRI6FRWODQG¶VHFRQRP\ZD[HGDQG
WKHQZDQHGRYHUWKHSHULRG7KH)6VHFWRU¶VVKDUHRI6FRWWLVK*9$URVHIURPLQWR
LQDQGLQEHIRUHIDOOLQJEDFNWRLQ%DQNLQJPRUHWKDQGRXEOHGLWVVKDUH
RI6FRWODQG¶V*9$LQWKHGHFDGHIURPWR6HH7DEOH

 
Table 4:*9$IRUVHFWRUDQG6FRWWLVKHFRQRP\PLOOLRQFDVKYDOXHV
    
%DQNLQJ    
,QVXUDQFHDQGSHQVLRQV    
$X[LOLDU\ILQDQFLDOVHUYLFHV    
)LQDQFLDO6HUYLFHV6HFWRU.    
6FRWWLVKHFRQRP\    

7KHVKDUHRIZDJHLQFRPHDFFRXQWHGIRUE\6HFWRU.YDULHVOHVVPDUNHGO\WKDQZDVWKHFDVHZLWK*9$
,WURVHVWHDGLO\IURPLQWRDGHFDGHODWHUEHIRUHIDOOLQJWRLQ7KLVGHFOLQH
ZDV GRZQ WR LQVXUDQFH DQG SHQVLRQV  DX[LOLDU\ ILQDQFLDO VHUYLFHV QRW VXEVHFWRU  ZKHUH ZDJH
LQFRPH URVH LQDEVROXWH WHUPV DQGDVD VKDUH RI WKH 6FRWWLVK WRWDO ,W ZLOO EH RI LQWHUHVW WR VHH PRUH
UHFHQWGDWDZKHQDYDLODEOHDQGDWWHPSWWRLGHQWLI\SRVVLEOHFDXVHVRIWKHVHWUHQGV


8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
7DEOHVKRZVVLPLODUILJXUHVEXWWKLVWLPHIRUZDJHLQFRPH
 
Table 5:2XWSXWIRUVHFWRUDQG6FRWWLVKHFRQRP\PLOOLRQFDVKYDOXHV
    
%DQNLQJ    
,QVXUDQFHDQGSHQVLRQV    
$X[LOLDU\ILQDQFLDOVHUYLFHV    
)LQDQFLDO6HUYLFHV6HFWRU.    
6FRWWLVKHFRQRP\    


,W LV DOVR SRVVLEOH WR H[DPLQH WKH RYHUDOO FRQWULEXWLRQ WR WKH 6FRWWLVK HFRQRP\ RI WKH VHFWRU DQG LWV
FRPSRQHQWVE\PHDQVRIFRQVLGHULQJWKHµPXOWLSOLHUV¶GHULYHGIURPWKH,QSXW2XWSXWWDEOHV'DWDE\VXE
VHFWRUIRUWKHRXWSXWPXOWLSOLHUVDQGHPSOR\PHQWHIIHFWVDUHVKRZQLQ7DEOH

 
Table 62XWSXWDQG(PSOR\PHQW0XOWLSOLHUV7\SH³E\)6VXEVHFWRUVWR
 %DQNLQJ 
,QVXUDQFHDQG3HQVLRQV
 
$X[LOLDU\)LQDQFLDO
6HUYLFHV 
6HFWRU 2XWSXW
PXOWLSOLHU
(PSOR\PHQW
HIIHFW 
2XWSXW
PXOWLSOLHU
(PSOR\PHQW
HIIHFW 
2XWSXW
PXOWLSOLHU
(PSOR\PHQW
HIIHFW

         
         
         
         
         
Source: Scottish Government Input-Output tables and multipliers, July 2014. 

7KLVVKRZVWKDWIRUEDQNLQJWKHRXWSXWPXOWLSOLHUVKRZLQJLQGLUHFWDQGLQGXFHGHIIHFWVKDVGHFOLQHGRQO\
PDUJLQDOO\ WKURXJK WKH\HDUSHULRG IURP WRZKLOH WKHHPSOR\PHQWHIIHFWKDVPRUH WKDQ
KDOYHG>7KHHPSOR\PHQWHIIHFWLVGHILQHGDVWKHLPSDFWRQWRWDOHPSOR\PHQWMREVDFURVVWKHHFRQRP\
RIPLOOLRQDGGLWLRQDOGHPDQG IRUDVHFWRU¶VRXWSXW ,W WKHUHIRUHFDSWXUHVQRW MXVWHPSOR\PHQW LQ WKH
VHFWRULWVHOIEXWWKURXJKWKHµVXSSO\FKDLQ¶@7KHRXWSXWPXOWLSOLHUWUHQGVDUHVLPLODUIRUDX[LOLDU\ILQDQFLDO
VHUYLFHVKRZHYHUZKLOHWKHHPSOR\PHQWHIIHFWIDOOVVKDUSO\WRLWWKHQFOLPEVEDFNVKDUSO\DJDLQ
7KLVLVDQRWKHUDQRPDO\WRH[SODLQ)RULQVXUDQFHDQGSHQVLRQVWKHRXWSXWPXOWLSOLHUUHPDLQVUHODWLYHO\
VWDEOHZKLOHWKHHPSOR\PHQWHIIHFW±DVZLWKEDQNLQJIDOOVVWHDGLO\WKURXJKWKHSHULRG7KHGHFOLQHLQ
WKHHPSOR\PHQWHIIHFWORRNVWREHGXHWRDFRPELQDWLRQRIULVLQJSURGXFWLYLW\DQGWKHLPSDFWRILQIODWLRQ
PLOOLRQRIGHPDQGDWWKHHQGRIWKHSHULRGLVOHVVLQUHDOWHUPVWKDQDWWKHEHJLQQLQJDQGZRXOGPHDQ
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
ORZHU HPSOR\PHQW LPSDFW HYHQ ZLWK SURGXFWLYLW\ KHOG FRQVWDQW 1HYHUWKHOHVV WKH KDOYLQJ RI WKH
HPSOR\PHQWHIIHFWRIEDQNLQJDJDLQDSSHDUVGLIILFXOWWRH[SODLQUDWLRQDOO\

 
Table 7:&RQWULEXWLRQRIVHFWRUVWR6FRWWLVKRXWSXWPLOOLRQYDULRXV\HDUV
PLOOLRQ    
)LQDQFLDO6HUYLFHV6HFWRUU.    
    
%DQNLQJ    
,QVXUDQFHDQG3HQVLRQV    
$X[LOLDU\)LQDQFLDO6HUYLFHV    
Note: Figures are in cash (i.e. nominal) values for the respective years. 
Source: Scottish Government Input-Output tables and multipliers, July 2014 and FAI calculations. 

,WLVLQWHUHVWLQJWRQRWHWKDWWKHRXWSXWPXOWLSOLHUVIRUEDQNLQJDQGDX[LOLDU\ILQDQFLDOVHUYLFHVDUHUHODWLYHO\
ORZ±UDQNLQJUGDQGWK UHVSHFWLYHO\RXWRI WKH6FRWWLVKVHFWRUV LQFOXGHGLQWKHRYHUDOODQDO\VLV
+RZHYHULQVXUDQFHDQGSHQVLRQVVXEVHFWRUKDVDPXOWLSOLHUUDQNHGWKLQWHUPVRIRXWSXWDQGLV
WKH WRSUDQNHG HPSOR\PHQW PXOWLSOLHU RI DOO VHFWRUV 7KLV VXJJHVWV WKDW LQVXUDQFH DQG SHQVLRQV LV
VLJQLILFDQWO\PRUHLPSRUWDQWWKDQWKHRWKHUWZRHOHPHQWVRIWKHILQDQFLDOVHUYLFHVVHFWRULQWHUPVRIWKH
VHFRQGDU\ LPSDFWVRQRXWSXWLQ6FRWODQGZKLOH WKHJUHDWHVWUHODWLYHHPSOR\PHQW LPSDFWFRPHVIURP
DX[LOLDU\ILQDQFLDOVHUYLFHV

7KHWRWDOFRQWULEXWLRQRIWKHVXEVHFWRUVDQGWKHVHFWRUDVDZKROHWR6FRWWLVKRXWSXWLVVHWRXWLQ7DEOH
7KLVVKRZVWKHRXWSXWWKDWZRXOGEHORVWWRWKH6FRWWLVKHFRQRP\LISURGXFWLRQLQHDFKRIWKHVHDUHDV
ZDVORVWWR6FRWODQGDQGUHSODFHGE\LPSRUWV

$FRPSDULVRQZLWK7DEOHVKRZVKRZPXFKRIWKHRXWSXWORVWLVGXHWRGLUHFWSURGXFWLRQDQGKRZPXFK
WRWKHLQGLUHFWDQGLQGXFHGHIIHFWVRIWKDWSURGXFWLRQ

2QHIXUWKHUDQGFULWLFDOSRLQW LV WKDWDKLJKVKDUHRIRXWSXW IURPHDFKVXEVHFWRULVH[SRUWHGRXWRI
6FRWODQG7KLVDPRXQWV WR IRUDX[LOLDU\ ILQDQFLDO VHUYLFHV  IRUEDQNLQJDQGRQO\ IRU
LQVXUDQFH DQG SHQVLRQV 7KLV UHLQIRUFHV WKH IDFW WKDW 6FRWODQG LV D VLJQLILFDQW 8. ILQDQFLDO VHUYLFHV
FHQWUHWKDWVHOOV³H[SRUWV´±ILQDQFLDOSURGXFWVWRWKHUHVWRIWKH8.DQGEH\RQG$WWKHVDPHWLPHWKH
H[SRUWILJXUHIRULQVXUDQFHDQGSHQVLRQVORRNVORZJLYHQDQHFGRWDOHYLGHQFHRIWKHGHVWLQDWLRQRIPRVW
SURGXFWVIURPDWOHDVWWKHODUJHVWFRPSDQLHV

The Forecast 

)LQDOO\ LW LVQHFHVVDU\WRQRWHWKHODWHVW)$, IRUHFDVWVIRU WKHVHFWRU LQ WKHFRQWH[WRI IRUHFDVWVIRU WKH
6FRWWLVKHFRQRP\DVDZKROH

8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
7KH)$,LVQRZIRUHFDVWLQJLQLWVFHQWUDOIRUHFDVW*9$JURZWKSHUDQQXPRILQLQ
DQGLQ)RU6HFWRU.)LQDQFLDODQG,QVXUDQFH$FWLYLWLHVWKHHTXLYDOHQWIRUHFDVWVDUH
 DQG  ,Q RWKHU ZRUGV DV ZLWK WKH HFRQRP\ DV D ZKROH WKH JURZWK UDWH LV IRUHFDVW WR
GHFHOHUDWHWKURXJKWKHSHULRGDQGDOVRJURZWKLQHDFK\HDUIRUWKLVVHFWRULVH[SHFWHGWREHORZHUWKDQ
IRUWKHRYHUDOOHFRQRP\

6RIDUDVHPSOR\PHQWLVFRQFHUQHG)$,H[SHFWVDQLQFUHDVHLQIXOOWLPHHTXLYDOHQWHPSOR\HHMREVHDFK
\HDUE\DQGUHVSHFWLYHO\LQWKHWKUHH\HDUVWDNLQJWRWDO)7(MREVWRE\WKH
HQGRI

III Major Influences 

The constitutional uncertainties 

'XULQJ WKH UXQ XS WR WKH 6HSWHPEHU  UHIHUHQGXP PRVW ILQDQFLDO VHUYLFHV FRPSDQLHV ZLOO KDYH
FRQVLGHUHGYHU\FDUHIXOO\WKHLURSWLRQVLQWKHHYHQWRIDµ\HV¶YRWH,QWKHFRXUVHRISURGXFLQJDSDSHUIRU
WKH 'DYLG +XPH LQVWLWXWH DQG 6FRWWLVK )LQDQFLDO (QWHUSULVH UHJDUGLQJ FXUUHQF\ RSWLRQV IRU DQ
LQGHSHQGHQW6FRWODQGWKHDXWKRUVSRNHZLWKDQXPEHURIVHQLRUUHSUHVHQWDWLYHVRIFRPSDQLHVDFURVVD
UDQJHRIILQDQFLDOVHUYLFHVXEVHFWRUV

)URPWKHVHGLVFXVVLRQVDQGFRQVLGHUDWLRQRIWKHLPSDFWWKDWLQGHSHQGHQFHFRXOGKDYHKDGLWLVFOHDU
WKDW QREDQN RU ILQDQFLDO LQVWLWXWLRQ RI DQ\ VFDOH RSHUDWLQJDFURVV WKH 8. DQG HOVHZKHUH ZRXOG KDYH
FRQWLQXHG WR RSHUDWH IURP D OHJDO LH de jure +4 LQ 6FRWODQG ,Q DGGLWLRQ WR WKH FXUUHQF\ ULVN WKDW
LQGHSHQGHQFH ZRXOG EULQJ WR FRPSDQLHV ZLWK D de jure 6FRWWLVK +4 WKHUH ZHUH DOVR VLJQLILFDQW
UHJXODWRU\ DQG OHJDO ULVNV WR FRQVLGHU $ SULPH H[DPSOH ZDV WKH TXHVWLRQ RI ZKR ZRXOG RSHUDWH DV
OHQGHURIODVWUHVRUW%DQNFXVWRPHUVZHUHDOVRTXHVWLRQLQJZKHWKHUWKH\ZRXOGZLVKWRUHWDLQDVVHWVLQ
D EDQN EDVHG LQ 6FRWODQG ZLWK WKH DVVRFLDWHG SRWHQWLDO ULVNV 7KHVH SUREOHPV ZRXOG KDYH EHHQ
UHVROYHGE\ WKHPRYHPHQWRIde jure±EXWQRWQHFHVVDULO\de facto +4V IURP6FRWODQGDQGKHQFH
ORFDWLRQIRUUHJXODWLRQHWFWRVRPHZKHUHLQWKHUHVWRIWKH8.

7KHUH ZRXOG DOVR KDYH EHHQ LVVXHV IRU WKRVH FRPSDQLHV VHOOLQJ ILQDQFLDO VHUYLFH SURGXFWV IURP D
6FRWWLVKEDVHDFURVV WKHZKROHRI WKH8.0DLQWDLQLQJ WKHLU6FRWWLVKEDVHZRXOGDJDLQKDYHH[SRVHG
WKHVHFRPSDQLHV WRFXUUHQF\ UHJXODWRU\DQG OHJDO ULVNVDQG IXUWKHU WKHLUFXVWRPHUV¶RXWZLWK6FRWODQG
ZRXOGKDYHSHUFHLYHGULVNVDVVRFLDWHGZLWKSURGXFWV±DQGXVXDOO\ORQJWHUPSURGXFWV±SXUFKDVHGIURP
DFRPSDQ\EDVHG LQ6FRWODQG$JDLQ WKH OLNHO\ µVROXWLRQ¶ZRXOGKDYHEHHQ WRPRYH WKHLUde jure +4V
OHDYLQJLQ6FRWODQGDUDQJHRIDFWLYLWLHVSHUKDSVLQFOXGLQJDVPDOOHUde jure)6FRWODQGEDVHGFRPSDQ\
WRGHDOZLWKVDOHVRISURGXFWVWR6FRWWLVKFXVWRPHUV

7KHPRYHPHQWRI+4VZRXOGQRWKDYHPHDQWWKHHQGRIWKH6FRWWLVKILQDQFLDOVHUYLFHVVHFWRURULQGHHG
WKHHQGRI WKHVXEVHFWRUV UHIHUUHG WRDERYH$VGLVFXVVHGEHORZ WKH LPSDFWZRXOGKDYHEHHQYDULHG
DQGXQFHUWDLQ

8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
)ROORZLQJWKHµQR¶YRWHLQ6HSWHPEHUWKHUHKDVEHHQQRHQGWRWKHFRQVWLWXWLRQDOXQFHUWDLQWLHV)RUPDOO\
ZH KDYH KDG WKH 6PLWK &RPPLVVLRQ H[DPLQLQJ RSWLRQV IRU IXUWKHU GHYROXWLRQ RI SRZHUV WR 6FRWODQG
LQFOXGLQJWD[SRZHUVDQGSRWHQWLDOO\RWKHUSRZHUVRIUHOHYDQFHWRWKHILQDQFLDOVHFWRU7KHUHLVDOVRWKH
ZRUN RI WKH +DJXH &RPPLVVLRQ WR IROORZ ORRNLQJ PRUH EURDGO\ DW FRQVWLWXWLRQDO LVVXHV DQG RSWLRQV
DFURVVWKH8.7KHQRIFRXUVHWKHUHLVWKHLQFUHDVLQJSRVVLELOLW\RIDUHIHUHQGXPRQ8.PHPEHUVKLSRI
WKH(XURSHDQ8QLRQLQZLWKXQFHUWDLQUHVXOWV

7KH8.JHQHUDOHOHFWLRQZLOOWDNHSODFHLQ0D\DQGWKHSRVLWLRQRQIXUWKHUGHYROXWLRQLQ6FRWODQG
VKRXOGEHFRPHFOHDUHU LQWKHUXQXSWRDQGVXEVHTXHQW WRWKDWHOHFWLRQ+RZHYHUFODULW\RQDOO LVVXHV
ZLOOQRWEHDYDLODEOHDWWKDWWLPH7KHHOHFWLRQIRUWKH+RO\URRG3DUOLDPHQWIROORZVLQ:KLOHWKHUH
DUH D YDULHW\ RI SODXVLEOH VFHQDULRV IRU 6FRWODQGDQG WKH8. DVD ZKROH RYHU WKH FRPLQJ \HDUV LW LV
VXIILFLHQWDWWKLVVWDJHWRQRWHWKDWWKHIXWXUHFRQVWLWXWLRQDOSRVLWLRQRI6FRWODQGDQGLQGHHGDQGSHUKDSV
PRUHFULWLFDOO\RIWKH8.ZLWKLQWKH(8FRQWLQXHVWRVXIIHUIURPULVNVDQGXQFHUWDLQWLHVHYHQDIWHUWKH
UHVXOWRIWKH6FRWWLVKLQGHSHQGHQFHUHIHUHQGXP$QGWKHXQFHUWDLQWLHVZLOOQRWZKROO\GLVVLSDWHZLWKWKH
UHVXOWVRIWKH8.JHQHUDOHOHFWLRQ

6FRWWLVKEDVHG ILQDQFLDO VHUYLFH VHFWRU FRPSDQLHV PXVW EH LQFUHDVLQJO\ DZDUH RI WKHVH XQFHUWDLQWLHV
DQGDOVRVHH WKDWQRHDUO\HQG WRXQFHUWDLQW\ LV WREHH[SHFWHG7KRVHFRPSDQLHVZKLFKGHFLGHG WKDW
OHDYLQJ6FRWODQGLQWHUPVRIde jure+4VZDVWKHEHVWRSWLRQLQWKHHYHQWRIDµ\HV¶YRWHPD\GHFLGH
WKDW WKHVWDWHRIXQFHUWDLQWLHV LVVXFK WKDW LWVWLOOPDNHVEXVLQHVVVHQVH WRFRQVLGHUPRYLQJ+4VHYHQ
DIWHUDµQR¶YRWH,WLVZRUWKUHPHPEHULQJWKHµ0RQWUHDOHIIHFW¶$IWHUWKHUHIHUHQGXPRQLQGHSHQGHQFHIRU
4XHEHF LQ  ZKLFK DOVR \LHOGHGD QR YRWH DOEHLW E\ D YHU\ QDUURZ PDUJLQ WKH %DQN RI 0RQWUHDO
PRYHGLWV+4WR7RURQWR+RZHYHU WKHUHZHUHNH\GLIIHUHQFHV LQ ODQJXDJHDQGFXOWXUHLQ WKHFDVHRI
0RQWUHDOZKLFKPHDQWKDWRQHFDQQRWQHFHVVDULO\UHDGGLUHFWOHVVRQVIURPWKH0RQWUHDOH[SHULHQFHIRU
6FRWODQG

7KHSRWHQWLDO(8UHIHUHQGXPPXVWEHDVLJQLILFDQWDQGDGGLWLRQDOFRPSOLFDWLQJIDFWRU IRUPDQ\7KRVH
FRPSDQLHVIRUZKLFKWKH8.PDUNHW LVSDUDPRXQWFDQGHFLGHXSRQ+4DQGRSHUDWLRQDOEDVHVZLWKRXW
WRRPXFKFRQFHUQDERXWDQ\(8H[LW+RZHYHU WKRVHFRPSDQLHVVHOOLQJSURGXFWVDFURVVWKH(8PXVW
DOUHDG\EHFRQVLGHULQJKRZWKH\ZRXOGEHVWPDQDJHWKHLUDIIDLUV LI WKH8.ZHUHWRVHHNWKHH[LWGRRU
0RYLQJ WKHLU IRUPDOde jure+4IURP6FRWODQG±RU LQGHHG/RQGRQ WR VD\'XEOLQPLJKWEHFRPHD
SRVVLELOLW\IRUGHEDWH
 
The Impact of these Uncertainties 
 
,W LV YHU\ LPSRUWDQW WR FRQVLGHU WKH SRWHQWLDO LPSDFW RI FKDQJHV LQ ORFDWLRQ HWF RQ WKH VFDOH DQG
VLJQLILFDQFHRIWKH)6VHFWRULQ6FRWODQGDQGLQGHHGWKHVHFWRU¶VLPSDFWXSRQWKH6FRWWLVKHFRQRP\

7KH+4VRI5%6DQG+%26PD\de jureUHPDLQLQ6FRWODQGEXWLQSUDFWLFHPDQ\PRVW"RIWKHPRVW
VHQLRUSRVLWLRQVDUHQRZEDVHGVRXWKRIWKHERUGHU7KHµFHQWUHRIJUDYLW\¶RIWKHVHEDQNVPRYHGVRXWK
VRPHWLPHEDFN,IWKH\ZHUHWRPRYHWKHLUIRUPDOde jure+4VWR(QJODQGWKHQLWLVQRWFOHDUWKDWWKHUH
ZRXOG EH IXUWKHU PDMRU ORVVHV RI WRS MREV LQ 6FRWODQG RU LQGHHG RI EXVLQHVV LQ 6FRWODQG UHODWHG WR
GHFLVLRQVWDNHQE\WRSPDQDJHPHQW
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 

:HGRKDYH LQ6FRWODQGDZLGH UDQJHDQGVLJQLILFDQW QXPEHURI LPSRUWDQWZHOOSDLGDQGKLJK YDOXH
DGGHGMREVLQWKHVHWZREDQNV2IFRXUVHWKHUHLVDVSHFWUXPRIMREVLQEDQNLQJDVLQWKHUHVWRIWKH)6
VHFWRUUDQJLQJIURPWKHPRVWVHQLRUDQGYHU\ZHOOSDLGWKURXJKDUDQJHRIKLJKVNLOODQGKLJKYDOXH
DGGHGDFWLYLWLHVPDQ\EDFNRIILFHLQQDWXUHWRFXVWRPHUFRQWDFWDQGFDOOFHQWUHDQGRWKHUUHODWLYHO\ORZ
VNLOOORZ ZDJH MREV %XW WKH MREV WRZDUGV WKH WRS HQG RI WKH VNLOO DQG ZDJH VSHFWUXP DUH RI JUHDWHU
LPSRUWDQFHLQWHUPVRIWKHLPSDFWRQWKH6FRWWLVKHFRQRP\DVDZKROH0RYHPHQWRIWKHde jure+4V
ZRXOGQRWQHFHVVDULO\PHDQWKDWWKRVHMREVVWLOOUHPDLQLQJLQ6FRWODQGZRXOGEHORVW0DQ\RIWKHVHMREV
FDQ EH XQGHUWDNHQ LQ D QXPEHU RI GLIIHUHQW ORFDWLRQV &KRLFHV KDYH DOUHDG\ EHHQ PDGH EHWZHHQ
ORFDWLRQVDFURVVWKHJOREHDQGWKHMREVDUHKHUHEHFDXVHD6FRWWLVKORFDWLRQSURYLGHVDFRVWHIIHFWLYH
PHDQVRI GHOLYHULQJ WKH VHUYLFHVXQGHUWDNHQE\ WKH MREKROGHUV7KDW VKRXOGFRQWLQXH WREH WKHFDVH
XQOHVVSROLF\ FKDQJHV SHUKDSV DV D UHVXOW RI IXUWKHU ILVFDO GHYROXWLRQ FKDQJH WKH FRPSDUDWLYHFRVW
EHQHILWRID6FRWWLVKEDVHDVFRPSDUHGWRDEDVHLQWKHUHVWRIWKH8.RUIXUWKHUDILHOG

7KHLPSRUWDQFHRIWKHVHMREVWR6FRWODQGVKRXOGQRWEHXQGHUHVWLPDWHG7KH\DGGVXEVWDQWLDOO\WR*'3
DQGSURYLGHDFDUHHUVWUXFWXUHPDNLQJSURJUHVV WKURXJKDVWLPXODWLQJDQGSURGXFWLYH ILQDQFLDOVHFWRU
FDUHHULQ6FRWODQGIHDVLEOHDQGDWWUDFWLYHIRUPDQ\7KHVHMREVZLOODOVRKDYHVLJQLILFDQWH[WHUQDOHIIHFWV
±DVVRFLDWHGKLJK OHYHODQGKLJKYDOXHVHUYLFHVSXUFKDVHGIURPLQWHUDOLD WKHEXVLQHVVDQG ILQDQFLDO
VHUYLFHVHFWRUDFURVV6FRWODQGDQGVLJQLILFDQWH[SHQGLWXUHVRQKRXVLQJDQGRWKHUJRRGVDQGVHUYLFHVE\
WKHMREKROGHUV7KHSXUFKDVHVIURPRWKHUVHUYLFHVHFWRUFRPSDQLHVDUHLPSRUWDQWWRQHZDQGJURZLQJ
FRPSDQLHVDFURVVWKHHFRQRP\LQFOXGLQJLQZDUGLQYHVWRUV1RWHWKDW,DPK\SRWKHVLVLQJKLJKPXOWLSOLHU
HIIHFWVIURPVXFKMREV

,Q VXP WKH NH\ ULVNDVVRFLDWHGZLWKDQ\GHFLVLRQ WRPRYH WKHde jure+4VRI WKH WZRPDMRU6FRWWLVK
EDQNVRXWRI6FRWODQG LVQRW WKH ORVVRI+4IXQFWLRQVDVWKHVHKDYHJRQHDOUHDG\EXW WKH ORVVRI WKH
ODUJHQXPEHURIMREVLQWKHQH[WWLHUZKLFKEULQJVXEVWDQWLDOGLUHFWDQGLQGLUHFWEHQHILWVWRRXUHFRQRP\
DQGDUHFUXFLDOWRVXVWDLQLQJDKLJKVNLOOHGODERXUIRUFH7KHFRQVHTXHQWSROLF\LPSHUDWLYHLVWRIRFXVRQ
SROLFLHV ZKLFK WHQG WR VXSSRUW WKH UHWHQWLRQ RI WKHVH MREV LQ 6FRWODQG DQG WR DYRLG WDNLQJ DQ\ VWHSV
ZKLFKPLJKW WKUHDWHQ WKHLU FRQWLQXHG ORFDWLRQ LQ6FRWODQG2Q WKLVEDVLV LWZRXOGEH LQDSSURSULDWH IRU
H[DPSOHWRLQWURGXFHWD[RURWKHUSROLFLHVZKLFKFRXOGFKDQJHWKHFRVWEHQHILWHTXDWLRQDQGOHDGWRWKH
GHSDUWXUH WR SDVWXUHV QHZ RI VNLOOHG ILQDQFLDO VHUYLFH VHFWRU MREV ZKLFK DGG VLJQLILFDQW YDOXH WR WKH
6FRWWLVK HFRQRP\  7KH IRFXV PXVW EH RQ PDLQWDLQLQJ WKHVH PHGLXPKLJKHU OHYHO MREV LQ 6FRWODQG
,QGHHGRQHFRXOGDUJXHWKDWLWLVEHWWHUWROHWWKHde jure+4VJRDQGIRFXVRQUHWDLQLQJWKHVHMREVDQG
DLPLQJWRDWWUDFWPDQ\PRUH6FRWODQGFDQFRQWLQXHWREHDYHU\DWWUDFWLYHORFDWLRQIRUVXFKMREVDFURVV
WKHILQDQFLDOVHFWRU

7KH+4VRI WKHVPDOOHUEDQNVQRZHPHUJLQJ LQ WKH8. LQFOXGLQJ6FRWODQGDUH ORFDWHG LQDYDULHW\RI
SODFHV7KHVDPHORJLFDSSOLHVWRWKHPDVLVWKHFDVHIRU5%6DQG+%26De jure+4ORFDWLRQLVRIORZ
UHOHYDQFH)URPDQHFRQRPLFDQGVWUDWHJLFSHUVSHFWLYH6FRWODQGZDQWVPRUHWKDQMXVWRSHUDWLRQDOMREV
ZKLFK GHOLYHU SURGXFWV LQ 6FRWODQG RU ORZ VNLOOORZ SD\ EDFN RIILFH MREV DVVRFLDWHG ZLWK GHOLYHULQJ
SURGXFWV JOREDOO\ 6FRWODQG QHHGV WR IRFXV RQ DWWUDFWLQJ DQG PDLQWDLQLQJ PHGLXPKLJKHU OHYHO MREV LQ
WKHVHQHZEDQNV:HQHHGWRVKRZWKDWLWPDNHVVHQVHWREDVHWKHVHUHODWLYHO\KLJKVNLOODFWLYLWLHVKHUH
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
EHFDXVH6FRWODQGSURYLGHVDFRVWHIIHFWLYHORFDWLRQ,IWKHORFDWLRQZRUNVIRUVXFKSDUWVRIWKHRSHUDWLRQV
RI5%6DQG+%26LWVKRXOGDOVRZRUNZHOOIRUWKHEDQNLQJRSHUDWLRQVRI9LUJLQRU7HVFRRU6DLQVEXU\¶V

$ QXPEHU RI RWKHU LQWHUQDWLRQDO RSHUDWRUV DFURVV WKH EDQNLQJ VHFWRU KDYH ORFDWHG TXLWH KLJK OHYHO
RSHUDWLRQVKHUH7KHUHPD\KDYHEHHQDKLFFXSZKLOHWKHUHIHUHQGXPFDPSDLJQFDXVHGXQFHUWDLQWLHV
7KHUH PD\ EH D ULVN WKDW WKLV KLFFXS FRXOG FRQWLQXH DV WKH XQFHUWDLQWLHV FRQWLQXH 7KLV ULVN PXVW EH
DGGUHVVHGDVVRRQDV IHDVLEOH7KH6FRWWLVK*RYHUQPHQWDORQJZLWK6)(6',DQG6(QHHGV WREH
DEOH WR VD\ WKDW WKHVH FRPSDQLHV ZLOO EH ZHOFRPHG KHUH DV EHIRUH DQG WKDW QRWKLQJ ZLOO EH GRQH WR
GLPLQLVKWKHDWWUDFWLYHQHVVRI6FRWODQGDVDEDVHIRUVXFKVNLOOHGDFWLYLWLHV

2QHFRQFHUQPD\EHRQWKHILVFDOIURQW7KLVQHHGVWREHDGGUHVVHG$QRWKHUPD\EHUHJXODWRU\7KHUH
VHHPV WR EH QR UHDVRQ IRU QRW VWDWLQJ now WKDW WKHUH ZLOO EH QR FKDQJH DV WKH GHYROXWLRQ SURFHVV
FRQWLQXHV LQ WKH UHJXODWRU\VWUXFWXUH5HJXODWLRQRI ILQDQFLDO VHUYLFHV VKRXOG UHPDLQD8. IXQFWLRQD
UHVHUYHGIXQFWLRQDQGWKH6FRWWLVK*RYHUQPHQWFRXOGVWDWHQRZWKDWWKLVLVWKHLUILUPLQWHQWLRQ,WLVLQDOO
LQWHUHVWV WKDW WKLV XQFHUWDLQW\ EH UHPRYHG DW RQFH DQG D VWDWHPHQW WR WKLV HIIHFW ZRXOG EH ZKROO\
FRQVLVWHQWZLWKWKH6PLWK&RPPLVVLRQUHSRUW

$QRWKHUNH\HOHPHQWRIWKHDWWUDFWLYHQHVVRI6FRWODQGIRUWKHVHRSHUDWLRQVLVRXUVNLOOHGSRRORIODERXU
EDVHGXSRQRXUKLJKTXDOLW\+LJKHU(GXFDWLRQ+(LQVWLWXWLRQV*HQHUDOO\WKHUHGRQRWDSSHDUWRKDYH
EHHQVNLOOVKRUWDJHVRIDQ\VLJQLILFDQFHIRUWKHILQDQFLDOVHFWRUUHODWHGWRWKHRXWSXWRIWKH6FRWWLVK+(
VHFWRU1HYHUWKHOHVVLWFRXOGDVVLVWIRUVWDWHPHQWVWRFRQWLQXHWREHPDGHE\DOOFRQFHUQHGSDUWLHVWKDW
WKLVLVIXOO\DSSUHFLDWHGDQGWKDWWKH*RYHUQPHQWDQGWKH6FRWWLVK)XQGLQJ&RXQFLODUHSUHSDUHGWRZRUN
HYHUPRUHFORVHO\ZLWKWKHILQDQFLDOVHFWRU LQFOXGLQJSRWHQWLDOQHZHQWUDQWVWR6FRWODQGWRHQVXUHWKDW
WKHLU QHHGV DUH DSSUHFLDWHG DQG FDWHUHG IRU 7KHUH VKRXOG EH VFRSH IRU HYHU FORVHU OLQNV EHWZHHQ
6FRWWLVK +( DQG &ROOHJH SURYLGHUV RI WKHVHNH\ VNLOOV DQG WKH FRPSDQLHV PDNLQJ XVHRI WKH VNLOOV WR
XQGHUVWDQGEHWWHUKRZRQHFDQVHUYHWKHRWKHU6LPLODUO\+(LQVWLWXWLRQVPD\ZLVKWRDWWHPSWWRIRVWHU
UHVHDUFK OLQNVZLWK ILQDQFLDOVHUYLFHFRPSDQLHV±GHPRQVWUDWLQJ WKDW WKH\KDYHERWK WKHVNLOOVDQG WKH
LQWHUHVWWRVXSSRUWWKHVHFRPSDQLHVDWWKHKLJKHVWOHYHOVJOREDOO\

2IFRXUVHWKHILQDQFLDOVHUYLFHVVHFWRULQ6FRWODQGUHFUXLWVIURPHOVHZKHUHWKDQWKH6FRWWLVK8QLYHUVLWLHV
DQGZRXOGDOVREHQHILW IURPEHLQJDEOH WR UHFUXLW VRPHRI WKHPRVWDEOH IRUHLJQVWXGHQWVXQGHUWDNLQJ
JUDGXDWH DQG SRVWJUDGXDWH VWXGLHV DW 6FRWWLVK 8QLYHUVLWLHV ,Q WKLV FRQWH[W WKH UHFRPPHQGDWLRQ IURP
/RUG6PLWK WKDW WKH8.DQG6FRWWLVK*RYHUQPHQWVVKRXOG µH[SORUH WKHSRVVLELOLW\RI LQWURGXFLQJ IRUPDO
VFKHPHVWRDOORZLQWHUQDWLRQDO
KLJKHUHGXFDWLRQVWXGHQWVJUDGXDWLQJIURP6FRWWLVKIXUWKHUDQGKLJKHUHGXFDWLRQLQVWLWXWLRQVWRUHPDLQLQ
6FRWODQGDQGFRQWULEXWHWRHFRQRPLFDFWLYLW\ IRUDGHILQHGSHULRGRI WLPH¶SURYLGHVDQRSSRUWXQLW\ IRUD
TXLFNZLQWRWKHEHQHILWRIILQDQFLDOVHUYLFHVDQGRWKHUNH\6FRWWLVKVHFWRUV

6LPLODU LVVXHV DULVH ZKHQ FRQVLGHULQJ WKH SRWHQWLDO LPSDFW RI FKDQJHV LQ WKH de jure +4 RI ILQDQFLDO
VHUYLFHFRPSDQLHVLQRWKHUVXEVHFWRUVZKLFKSURYLGHSURGXFWVIRUVDOHDFURVVWKH8.DQGIXUWKHUDILHOG
,QVRPHLQVWDQFHVWKHUHZRXOGEHDGHWULPHQWDOHIIHFWRIVLJQLILFDQFHIURPDFKDQJHLQ+4LIERWKde jure
DQG de facto +RZHYHU WKH de jure VKLIW PD\ EH YHU\ GLIILFXOW WRSUHYHQW %XW HYHQ LI WKH de jure +4
PRYHV WKHUH LV QR UHDVRQ ZK\ PRVW KLJKO\ VNLOOHG KLJKO\ SDLG DQG KLJK YDOXHDGGHG MREV ZLWK
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
VXEVWDQWLDOPXOWLSOLHU LPSDFWV VKRXOGQRW EH UHWDLQHG LQ6FRWODQG7KLV LVZKDWZHVKRXOG VHHN6XFK
MREVZRXOGDGGIDUPRUHWRWKH6FRWWLVKHFRQRP\WKDQVRPHORZHUOHYHOMREVUHWDLQHGWRVHUYLFHWKHVDOH
RISURGXFWVZLWKLQ6FRWODQGDQGORRNLQJDIWHUWKHLQWHUHVWVRIH[LVWLQJFXVWRPHUVEDVHGKHUH

Demographics and internationalisation
 
2IFRXUVH WKHUHDUHDOVREURDGHUJOREDO WUHQGVZKLFKZLOO LPSDFWXSRQ WKHHQYLURQPHQWZLWKLQZKLFK
SOD\HUV LQ WKH 6FRWWLVK ILQDQFLDO VHUYLFHV VHFWRU RSHUDWH :LWKLQ WKH PRUH GHYHORSHG HFRQRPLHV
GHPRJUDSKLFVKLIWVDUHOHDGLQJWRDQDJHLQJSRSXODWLRQ7KLVZLOODOVREHWKHFDVHLQ&KLQD'HDOLQJZLWK
UHWLUHPHQWVDYLQJVZLOOEHELJDQGFRPSOH[EXVLQHVVHVSHFLDOO\DVGHILQHGEHQHILWVFKHPHVGLVDSSHDU
DQGWKHIRFXVVKLIWVWRPD[LPLVLQJYDOXHRIGHILQHGFRQWULEXWLRQVFKHPHVDQGRWKHUIRUPVRIVDYLQJVLQ
DQ LQFUHDVLQJO\ FRPSOH[ JOREDO DQG WUDQVSDUHQW ZRUOG RI ILQDQFLDO DVVHWV 7KDQNV WR WHFKQRORJLFDO
FKDQJHDOOLQWHUHVWHGSDUWLHVZLOOKDYHDFFHVVWRDOOUHOHYDQWILQDQFLDOGDWDDWDQ\WLPHWKH\FKRRVHDQG
WKH\ZLOODOVRUHFHLYHDQLQFUHDVLQJIORZRIDQDO\VLVDQGµRIIHUV¶IURPWKRVHZLVKLQJWRDLGWKHPZLWKWKHLU
DVVHWPDQDJHPHQWGHFLVLRQV&XVWRPHUVZLOOEHLQFUHDVLQJO\µHPSRZHUHG¶EXWPD\UXQWKHULVNRIDOVR
EHLQJLQFUHDVLQJO\FRQIXVHG

0HDQWLPH WKHVKLIW LQ HFRQRPLFSRZHU LV FRQWLQXLQJDQGDFFHOHUDWLQJ%UD]LO5XVVLD ,QGLDDQG&KLQD
ZHUH WKH RULJLQDO %5,& HFRQRPLHV EXW QRZ PDQ\ RWKHUV KDYH MRLQHG WKHP LQ WKH UDFH WR HQKDQFH
HFRQRPLF JURZWK ZLWK DFFRPSDQ\LQJ XUEDQLVDWLRQ 7KHVH WUHQGV LQ WKH HPHUJLQJ HFRQRPLHV DUH
UHVXOWLQJ LQ D YHU\ UDSLG JURZWK LQ WKH UHODWLYHO\ DIIOXHQW ± ODUJH QXPEHUV RI FRQVXPHUV DQG ODUJH
QXPEHUVRIIRONZLWKIXQGVWRLQYHVWIRUWKHLUIXWXUHSURVSHULW\7KHH[WHQWRIZHDOWKWREHPDQDJHGLQWKH
0LGGOH(DVWVKRXOGDOVRQHYHUEHXQGHUHVWLPDWHG

7KHVHGLYHUVHWUHQGVVKRXOGDOO UHVXOW LQHYHULQFUHDVLQJEXVLQHVV IRUDVVHWPDQDJHUV6RPHDQDO\VWV
VXJJHVWWKDWDVVHWPDQDJHPHQWZLOOPRYHFHQWUHVWDJHDQGRXWRIWKHVKDGRZVFDVWE\WKHEDQNLQJDQG
LQVXUDQFHVHFWRUV6FRWODQG¶VDVVHWPDQDJHPHQW VHFWRU KDVSHUIRUPHGH[WUHPHO\ZHOO WKURXJKRXW WKH
SDVWWZRGHFDGHV,QIRUPHGSDUWLHVZLWKLQWKHVHFWRUFRQVLGHUWKDWWKLVVXFFHVVKDVKHOSHGWRRIIVHWDW
OHDVWSDUWLDOO\WKHGHFOLQHVLQFHLQRXWSXWYDOXHDGGHGDQGHPSOR\PHQWLQEDQNLQJ

5HWDLO DQG FRPPHUFLDOFRUSRUDWH EDQNVPD\ IRFXV LQFUHDVLQJO\ RQ QDWLRQDO DQG VXEQDWLRQDO PDUNHWV
ZKLOH HIIHFWLYHO\ GLVWLQFW LQYHVWPHQW EDQNV RSHUDWH UHJLRQDOO\ DQG LQWHUQDWLRQDOO\ >'LVFXVVLRQ RI
LQYHVWPHQWEDQNLQJKDVEHHQDYRLGHGDVWKLVVHHPVXQOLNHO\WREHDPDMRUVRXUFHRIDFWLYLW\LQ6FRWODQG
RUWKHW\SHRIDFWLYLW\ZKLFK6FRWODQGVKRXOGZRUNKDUGWRDWWUDFW@$VVHWPDQDJHUVDUHOLNHO\WRKDYHWR
ZRUNRQDQLQWHUQDWLRQDOEDVLV$VVHWVZLOOEHFRPHLQFUHDVLQJO\LQWHUQDWLRQDO'LIIHUHQWQDWLRQDOPDUNHWV
PD\ H[KLELW GLIIHULQJ GHPDQG IDFWRUV EXW IXOO\ XQGHUVWDQGLQJ WKH LQWHUQDWLRQDO VXSSO\ VLGH ZLOO EH
HVVHQWLDOLIDVVHWPDQDJHUVDUHJRLQJWREXLOGWKHLUEXVLQHVV

7KXVIDUWKHFRQWLQXLQJFRQVROLGDWLRQLQWKHIXQGPDQDJHPHQWEXVLQHVVKDVQRWOHGWRPDMRUGHSDUWXUHV
IURP 6FRWODQG &RPSDQLHV DQG NH\ MREV KDYH VWD\HG LQ 6FRWODQG ZKHQ IRU H[DPSOH %1< 0HOORQ
ERXJKW:DOWHU6FRWWDQG$EHUGHHQ$VVHW0DQDJHPHQWERXJKW6FRWWLVK:LGRZV,QYHVWPHQW3DUWQHUV,W
PD\EHWKDW6WDQGDUG/LIH,QYHVWPHQWVDQG%DLOOLH*LIIRUGDUHWKHRQO\WZRµKRPHJURZQ¶IXQGPDQDJHUV
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
RIVLJQLILFDQFHEXWZKDWPDWWHUVLVUHWDLQLQJ LQ6FRWODQGWKHNH\ MREVZKRHYHURZQVWKHFRPSDQ\DQG
WKHNH\UHODWLRQVKLSVSXUFKDVHVHWFZKLFKJRDORQJZLWKWKHVHMREV

7KHHYROXWLRQRIUHJXODWLRQZLOOPDWWHUDVZLOOWKH8.±DQG6FRWODQG¶V±SRVLWLRQZLWKLQWKH(8%DVHGLQ
6FRWODQGUHJXODWHGDW(8OHYHOEXWVHOOLQJWKHLUVHUYLFHVDFURVVDWOHDVW(XURSHWKH86$DQGWKH0LGGOH
(DVWPD\LQFUHDVLQJO\EHWKHPRGHOIRU6FRWWLVKEDVHGDVVHWPDQDJHUVLQWKHIXWXUH

&RPSHWLWLRQZLOOEHLQWHQVHDQG6FRWWLVKFRPSDQLHVZLOOQHHGWRGHPRQVWUDWH
x DFFHVVWRDOOWKHUHTXLUHGVNLOOV
x DFORVHXQGHUVWDQGLQJRIGLYHUVHLQWHUQDWLRQDOPDUNHWV
x NH\WHFKQRORJLFDOFDSDELOLWLHV
x DJOREDOWHOHFRPPXQLFDWLRQVFDSDELOLW\DQGJOREDOIOXHQF\
x DOORWKHUDELOLWLHVUHTXLUHGWRPDWFKFRPSHWLWRUVDFURVVWKHJOREH

*LYHQWKHGHHSEXVLQHVVVNLOOVDQGWHFKQRORJLFDOIRXQGDWLRQVDVVHWVXSRQZKLFKWKHVHFWRULQ6FRWODQG
LVEDVHGQRQHRIWKHDERYHFKDOOHQJHVVHHPLQVXUPRXQWDEOHEDUULHUVWRHVWDEOLVKLQJJOREDOSOD\HUVRI
VXEVWDQFHEDVHGLQ6FRWODQG'HYROXWLRQRI$LU3DVVHQJHU'XW\WR6FRWODQGDVUHFRPPHQGHGE\/RUG
6PLWKVKRXOGSHUPLWFRQVLGHUDWLRQVRIPHDQVE\ZKLFKWKHRSHQLQJXSDQGRUH[WHQVLRQRIURXWHVWRNH\
GHVWLQDWLRQVIURP6FRWWLVKDLUSRUWVFDQEHHQFRXUDJHGWRWKHEHQHILWRIWKLVNH\VHFWRUDQGRWKHUV

Competition in the Banking sector
 
$ORQJVWDQGLQJTXHVWLRQUHJDUGLQJILQDQFLDOVHUYLFHVLQ6FRWODQGKDVEHHQZKHWKHUWKHEDQNLQJVHFWRULV
VXIILFLHQWO\ FRPSHWLWLYH WR SURYLGH WKH UHTXLUHG OHYHO RI VHUYLFHV WR FRQVXPHUV RI LWV SURGXFWV ,W LV
WKHUHIRUHVLJQLILFDQW WKDW WKH8.&RPSHWLWLRQDQG0DUNHWV$XWKRULW\&0$KDV MXVW ODXQFKHGDPDUNHW
LQYHVWLJDWLRQLQWRFRPSRQHQWVRIWKHEDQNLQJVHFWRUDFURVVWKH8.,WVSODQQHGFRYHUDJHLVµVPDOODQG
PHGLXPVL]HGHQWHUSULVH60(EDQNLQJDQGSHUVRQDOFXUUHQWDFFRXQWV3&$V¶

7KHUHLVPRUHWKDQRQHPDUNHWIRUEDQNLQJLQ6FRWODQG)RUWKHSXUSRVHRIWKLVGLVFXVVLRQOHWXVDVVXPH
WKDW WKHUH DUH IRXU ± UHWDLO EDQNLQJ WR KRXVHKROGV VHUYLFHV WR VPDOO DQG PHGLXPVL]HG HQWHUSULVHV
60(VOHQGLQJDQGRWKHUEDVLFVHUYLFHVWRODUJHFRUSRUDWHVDQGLQYHVWPHQWEDQNLQJ

,WZRXOGEHGLIILFXOWWRDUJXHIRUODUJHFRUSRUDWHVDQGLQYHVWPHQWEDQNLQJWKDWWKHUHDUHGLVWLQFW6FRWWLVK
PDUNHWV7KHPDUNHWVIRUWKHVHVHUYLFHVDUHDWOHDVW8.ZLGH)RUOHQGLQJWRODUJHFRUSRUDWHV5%6DQG
+%26DUHWKHORQJWHUPLQFXPEHQWVEXWWKH\IDFHPRXQWLQJFRPSHWLWLRQZLWKLQ6FRWODQGIURPWKHOLNHV
RI +6%& 6DQWDQGHU DQG %DUFOD\V 7KHUH GR QRW DSSHDU DW ILUVW EOXVK WR EH EDUULHUV WR HQWU\ RI
VXEVWDQFHWRSUHYHQW WKHVHEDQNVDQGRWKHUVHQWHULQJWKLVPDUNHW LQ6FRWODQGDQGFRPSHWLQJZLWKWKH
LQFXPEHQWV

7KH VLWXDWLRQ LV VLPLODU ZLWK LQYHVWPHQW EDQNLQJ ,W LV ZRUWK QRWLQJ WKDW WKH WUHQG PD\ EH IRU WKRVH
SURYLGLQJ LQYHVWPHQW EDQNLQJ VHUYLFHV WR VHSDUDWH IURP WKRVH SURYLGLQJ RWKHU EDQNLQJ VHUYLFHV EXW
FRPSDQLHV LQ6FRWODQGZLOO IDFHD UDQJHRIRSWLRQV LQFOXGLQJEDQNVEDVHGDFURVV WKH8.DQG LQGHHG
JOREDOO\LIWKH\ZLVKWRKHGJHFXUUHQFLHVRUHQWHULQWRRWKHULQYHVWPHQWEDQNLQJDFWLYLWLHV
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 

7KHVWUXFWXUHRI WKH UHWDLO EDQNLQJVHFWRU LQ6FRWODQGKDVFKDQJHG LQ UHFHQW \HDUV EXW WKHGHJUHHRI
FRPSHWLWLRQ DSSHDUV WR KDYH EHHQ EURDGO\ VXVWDLQHG 7KHUH PD\ EH IHZHU EXLOGLQJ VRFLHWLHV RIIHULQJ
VHUYLFHV WR KRXVHKROGV EXW ZH KDYH VHHQ WKH HQWU\ RI D QXPEHU RI µFKDOOHQJHU¶ EDQNV ± 9LUJLQ
6DLQVEXU\¶V DQG 7HVFR WR QDPH WKUHH 7KHVH DUH QRZ DFWLYHO\ FRPSHWLQJ ZLWK 5%6 +%26 DQG
&O\GHVGDOH7KHVHLQFXPEHQWVPD\KDYHWKHEHQHILWRIDZLGHUUDQJLQJQHWZRUNRIEUDQFKHVEXWDWKH
ULVHDQGULVHRIRQOLQHEDQNLQJKDVVRPHZKDW UHGXFHG WKH UHOHYDQFHRI WKHEUDQFKDQGEZHKDYH
VHHQDOOEDQNVJRLQJWKURXJKDSURFHVVRIEUDQFKFORVXUHUHIOHFWLQJWKLVIDFW7KHEDUULHUVWRHQWU\LQWR
WKHUHWDLOEDQNLQJPDUNHWPD\WKXVKDYHEHHQUHGXFHGWRDOLPLWHGH[WHQW

7KH &0$ KDV FRQFOXGHG WKXV IDU WKDW µHVVHQWLDO SDUWV RI WKH 8. UHWDLO EDQNLQJ PDUNHW ODFN HIIHFWLYH
FRPSHWLWLRQDQGGRQRWPHHWWKHQHHGVRISHUVRQDOFRQVXPHUVRUVPDOODQGPHGLXPVL]HGHQWHUSULVHV
60(V¶7KHLUSURYLVLRQDOFRQFOXVLRQWKDWµEDUULHUVWRHQWU\DQGH[SDQVLRQIRUQHZHUDQGVPDOOHUEDQNV
UHPDLQVLJQLILFDQWDQGWKHPDUNHWVUHPDLQFRQFHQWUDWHGparticularly in ScotlandDQG1RUWKHUQ,UHODQG¶
HPSKDVLV DGGHG DSSOLHV WR ERWK SHUVRQDO FXUUHQW DFFRXQWV 3&$V DQG 60( EDQNLQJ  ,W ZLOO EH
LQWHUHVWLQJWRVHHZKHWKHUWKH&0$GHFLGHVWKDWWKHUHLVDVHSDUDWH6FRWWLVKUHWDLOEDQNLQJPDUNHWDQGLI
VRZKDWYLHZVLWIRUPVLQWKHPRUHGHWDLOHGSKDVHRILWVZRUNRQWKHFRPSHWLWLYHVWDWHRIWKDWPDUNHW

,QWKHDXWKRU¶VYLHZWKH60(EDQNLQJVHFWRULQ6FRWODQGVKRXOGEHVHHQDVWKHSULPHFDXVHIRUFRQFHUQ
$JDLQ5%6DQG+%26DUH WKHPDLQSDUWLFLSDQWVZLWKD UHODWLYHO\VPDOO DQGGHFOLQLQJ LQYROYHPHQWRI
&O\GHVGDOH  'DWD RQ VKDUHV RI OHQGLQJ WR 60(V LQ 6FRWODQG DUH QRW WKH HDVLHVW WR DFTXLUH $Q +0
7UHDVXU\SDSHULQ0D\QRWHGWKDWLQ/OR\GV+%26DFFRXQWHGIRURIILQDQFHWR6FRWWLVK
60(VDQG5%6

7KH PDUNHW VWXG\ UHFHQWO\ XQGHUWDNHQ MRLQWO\ E\ WKH &0$ DQG WKH )LQDQFLDO &RQGXFW $XWKRULW\ )&$
SURYLGHVPRUHGDWD,Q5%6*&O\GHVGDOHDQG%R6DFFRXQWHGIRUDURXQG
RI EXVLQHVV ORDQV LQ 6FRWODQG ZLWK /OR\GV  WKH RQO\ RWKHU SURYLGHU RI VLJQLILFDQFH ,Q  WKH
SLFWXUHKDGFKDQJHGPDUJLQDOO\±5%6/OR\GVLQFOXGLQJ+%26&O\GHVGDOHPDNLQJ
 LQ WRWDO6DQWDQGHU WKH&RRSDQG+6%&DOOKDGVKDUHVRIEHORZ1RW WKHPRVWHQFRXUDJLQJ
VLJQRIDKHDOWK\FRPSHWLWLYHEDQNLQJPDUNHWIRU60(VLQ6FRWODQG

7KH &0$ JHQHUDOO\ FDOFXODWHV WKH¶ ++,¶ LQGH[ LQ VWXGLHV RI WKLV W\SH ± D PHDVXUH RI PDUNHW
FRQFHQWUDWLRQ7KH\KDYHGRQHVRIRU60(EDQNLQJLQ6FRWODQGDQGGHWHUPLQHGWKDWWKHUHFRQWLQXHVWR
EHµDKLJKO\FRQFHQWUDWHGPDUNHWHYHQDIWHUWKHGLYHVWPHQWIURP/OR\GV¶

7KH&0$DQG)&$DOVRFRQFOXGHGWKDW µVLJQLILFDQWEDUULHUVWRHQWU\DQGH[SDQVLRQUHPDLQ¶±QRWLQJLQ
SDUWLFXODU WKHFRQWLQXLQJ LPSRUWDQFHRIDEUDQFKQHWZRUNDQGFRQFHUQVH[SUHVVHGDERXW WKH µFRVWDQG
GLIILFXOW\ IRU VPDOOHU DQG QHZHU EDQNV WR JDLQ DFFHVV WR SD\PHQW V\VWHPV ZKLFK DUH NH\ WR RIIHULQJ
%XVLQHVV&XUUHQW$FFRXQWV¶7KHRQO\QHZHQWUDQWQRWHGZDV WKH0HWUR%DQN7KH µFKDOOHQJHU¶EDQNV
ZLOO WDNH VRPH WLPH WR GHYHORS SURGXFWV IRU WKLV PDUNHW ZLWK WKHLU FOHDU LQLWLDO HPSKDVLV EHLQJ RQ
KRXVHKROGV7KHEDQNVWKDWDUHFRPSHWLQJLQWKHODUJHFRUSRUDWHPDUNHWDUHXQOLNHO\WRZRUNIDUGRZQ
WKH FRPSDQ\ VFDOH LQ WKH QHDU IXWXUH JLYHQ WKDW IRU WKH VPDOOHVW FRPSDQLHV HVSHFLDOO\ EXW QRW RQO\
UHWDLOHUVDEUDQFKSUHVHQFHZLOOEHFULWLFDOIRUFDVKGHSRVLWVHWF
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 

,W LVYHU\FOHDU WKDWEDQNVDUHQRWSRVLWLYHO\YLHZHGE\60(V7KH&0$)&$VWXG\ UHIHUUHG WRDERYH
ILQGVWKDWRQO\RI60(VµWUXVW WKHLUEDQNWRDFW LQ WKHLUEHVW LQWHUHVWV¶DQGRQO\FRQVLGHU WKDW
µWKHLUEDQNVXSSRUWVWKHLUEXVLQHVV¶2YHUDOOWKH&0$FRQFOXGHVWKDWWKH60(EDQNLQJVHFWRULVRQHLQ
ZKLFK µD EHOLHYHG ODFN RI FKRLFH RI SURYLGHUV FRPELQHV ZLWK DQG UHLQIRUFHV 60( LQHUWLD DSSDUHQWO\
UHVXOWLQJLQVXERSWLPDORXWFRPHVIRU60(V¶7KLVVXJJHVWVWKDWWKHFXUUHQWPDUNHWSDUWLFLSDQWVPD\ZHOO
QRWEHSURYLGLQJWKHUDQJHTXDOLW\SULFHHWFRISURGXFWVIRULWVFXVWRPHUVWKDWZRXOGEHH[SHFWHGLQD
SHUIHFWO\IXQFWLRQLQJPDUNHW

7KHUHDUHDWOHDVWWZRVWURQJUHDVRQVZK\WKH60(EDQNLQJPDUNHWVSHFLILFDOO\LQ6FRWODQGVKRXOGEH
D NH\ HOHPHQW RI WKH &0$ VWXG\ )LUVW WKHUH LV WKH FRQFHQWUDWLRQ RI 60(V LQ 6FRWODQG D KLJKHU
FRQFHQWUDWLRQ RI 60(V KHUH WKDQ LQ WKH 8. DV D ZKROH DQG FRQVHTXHQWO\ WKLV VHFWRU LV RI FULWLFDO
LPSRUWDQFH WR WKH 6FRWWLVK HFRQRP\ 6HFRQG WKH 60( EDQNLQJ PDUNHW LV VLJQLILFDQWO\ PRUH
FRQFHQWUDWHG KHUH WKDQ HOVHZKHUH LQ WKH 8.¶V QDWLRQV DQG UHJLRQV  ZLWK RQO\ WZR SDUWLFLSDQWV RI
VXEVWDQFH DQG QR VLJQVRI VLJQLILFDQW HDUO\ FKDQJHV WR EH DQWLFLSDWHG 7KH VWXG\ RI SHUVRQDO FXUUHQW
DFFRXQWV ZLOO EH RI LQWHUHVW EXW WKH H[DPLQDWLRQ RI WKH 60( EDQNLQJ PDUNHW HYHQ PRUH LPSRUWDQW ±
FHUWDLQO\DWRSLFZRUWK\RI WKH&0$VFDUHIXO LQIRUPHGDQGREMHFWLYHDQDO\VLV:HZLOO OHDUQPRUHRYHU
WKHFRPLQJPRQWKVDQGOHDUQWKHLUFRQFOXVLRQVDWWKHHQGRIWKHLUVWXG\SHULRG2QHIXUWKHUSRLQWWRQRWH
LVWKDWLIWKH6PLWK&RPPLVVLRQUHFRPPHQGDWLRQVDUHDGRSWHGWKHQ6FRWWLVK0LQLVWHUVZLOOLQIXWXUHKDYH
WKH DELOLW\ WR UHTXLUH WKH &0$ WR XQGHUWDNH D IXOO VHFRQG SKDVH LQYHVWLJDWLRQ µLQ UHODWLRQ WR SDUWLFXODU
FRPSHWLWLRQLVVXHVDULVLQJLQ6FRWODQG¶7KLVPD\RSHQXSRSSRUWXQLWLHVIRUIXUWKHUKHOSIXOH[DPLQDWLRQV
RIDVSHFWVRIWKLVDQGRWKHUVHFWRUV

IV Some conclusions and recommendations 

7KHLPSDFWRIWKHILQDQFLDOVHFWRU±LQGXFHGUHFHVVLRQVWDUWLQJLQZDVIHOWDFURVVWKHJOREH*LYHQ
WKDWWKHWZRPDMRUSOD\HUVLQWKH6FRWWLVKILQDQFLDOVHFWRU±5%6DQG+%26±ZHUHPDMRUFDVXDOWLHVRI
WKHEDQNLQJVHFWRUFROODSVHERWKHQGLQJXS ODUJHO\ 8.VWDWHRZQHG LW LV UHPDUNDEOH WKDW WKHVHFWRU
KHUH KDV QRW VXIIHUHG PRUH WKDQ KDV EHHQ WKH FDVH 7KLV LV GHPRQVWUDWLYH RI WKH UREXVWQHVV RI WKH
VHFWRUDQGLWVGLYHUVLW\7KH6FRWWLVKILQDQFLDOVHFWRUDPRXQWVWRPXFKPRUHWKDQMXVWWZRPDMRUEDQNV
&OHDUO\DVVHWPDQDJHPHQWDQG LQVXUDQFHDUHNH\HOHPHQWVDVDUHD UDQJHRIDQFLOODU\DFWLYLWLHVDQG
RWKHUEDQNV±ODUJHDQGVPDOO8.DQGRYHUVHDV7KLVUREXVWQHVVDQGGLYHUVLW\SURYLGHVDSRZHUIXOEDVH
IRUIXWXUHVXFFHVVWRWKHEHQHILWRIRXUHFRQRP\DVDZKROH

$QRWKHUSRLQWVWUHVVHGWKURXJKRXWLVWKDW6FRWODQGEHQHILWVPRVWIURPUHODWLYHO\KLJKZDJHKLJKYDOXH
DGGHGDQGKLJKVNLOOMREVZLWKLQWKHVHFWRU7KHVHKDYHWKHJUHDWHVWGLUHFWLPSDFWRQWKHHFRQRP\EXW
DOVR\LHOG ODUJHUPXOWLSOLHUHIIHFWVRQ*9$DQGHPSOR\PHQW%\QRPHDQVDOORI WKHVH MREVDUH WLHG LQ
ORFDWLRQDO WHUPV WR WKH +4V RI FRPSDQLHV 6FRWODQG KDV DWWUDFWHG PDQ\ VXFK KLJK OHYHO MREV IRU
FRPSDQLHV EDVHG LQ WKH UHVW RI WKH 8. DQG IXUWKHU DILHOG DQG KDV DOVR UHWDLQHG PDQ\ IRU 5%6 DQG
+%26/OR\GVDVWKHLUde facto+4VKDYHPRYHGHOVHZKHUH7KHUH LVDULVNWKDWPRUHFRPSDQLHVPD\
IRUPDOO\UHORFDWHVRXWKRIWKHERUGHUDVULVNVDQGXQFHUWDLQWLHVRQWKHFRQVWLWXWLRQDOIURQWFRQWLQXHDQG
RXWZLWKWKH8.LQVRPHLQVWDQFHVLIULVNVJURZUHJDUGLQJDSRVVLEOH8.H[LWIURPWKH(8+RZHYHUVXFK
PRYHVVKRXOGQRWEHVHHQDVQHFHVVDULO\LPSO\LQJWKHORVVWR6FRWODQGRIKLJKOHYHOMREV
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 

,W ZLOO EH FULWLFDO WKDW WKH 6FRWWLVK *RYHUQPHQW FRQILUPV LWV FRPPLWPHQW WR SURYLGLQJ WKH HQYLURQPHQW
ZLWKLQZKLFKLWPDNHVVRXQGEXVLQHVVVHQVHWRORFDWHDZLGHYDULHW\RIKLJKOHYHOILQDQFLDOVHFWRUMREVLQ
6FRWODQG3URIHVVRU1LFN&UDIWVKDVPDGHDGLVWLQFWLRQEHWZHHQKRUL]RQWDODQGYHUWLFDO LQWHUYHQWLRQVWR
VXSSRUWEXVLQHVV7KHODWWHU±YHUWLFDO±LQWHUYHQWLRQVLQFOXGHWKHDJHROGSROLF\RIµSLFNLQJZLQQHUV¶DQG
RWKHUVSHFLILFLQWHUYHQWLRQVLQVXSSRUWRIVSHFLILFEXVLQHVVHVRUVRFDOOHGµNH\¶VHFWRUV&UDIWVVXJJHVWVD
SUHIHUHQFH IRUKRUL]RQWDO LQWHUYHQWLRQVD IRFXVRQSURYLGLQJ WKHVXSSRUWLYHHQYLURQPHQW IRU IORXULVKLQJ
EXVLQHVV7KLVFDQ LQFOXGHDQHPSKDVLVRQ VNLOO GHYHORSPHQW JHQHUDODQGVSHFLILF SURYLVLRQRI NH\
SK\VLFDODQGGLJLWDO LQIUDVWUXFWXUHLQWHUQDODQGH[WHUQDOFRPPXQLFDWLRQVDSRVLWLYHDQGFOHDUOHJDODQG
UHJXODWRU\ HQYLURQPHQW DQG HQFRXUDJHPHQW RI H[WHUQDO OLQNV LQ D YDULHW\ RI ZD\V (PSKDVLV RQ WKH
KRUL]RQWDOLVVWURQJO\FRPPHQGHGIRUWKHILQDQFLDOVHFWRULQ6FRWODQG
 
Skills 

6FRWWLVK+LJKHU(GXFDWLRQDQG)XUWKHU(GXFDWLRQLQVWLWXWLRQVDOUHDG\KDYHFORVHOLQNVZLWKEXVLQHVVHVLQ
WKHILQDQFLDOVHFWRUDQGWKHUHDUHGRXEWOHVVHTXDOO\FORVHOLQNVLQYROYLQJWKH6FRWWLVK)XQGLQJ&RXQFLO
8QLYHUVLWLHV 6FRWODQG 6FRWWLVK )LQDQFLDO (QWHUSULVH 6FRWWLVK (QWHUSULVH &%, ,R' 6&', HWF ,QGHHG
WKHUHLVDVNLOOVODERXUVXSSO\VXE JURXSRI),6$% WKDWEULQJVWRJHWKHUPRVWRIWKHVHERGLHV+RZHYHU
WKH DYDLODELOLW\ RI NH\ VNLOOV RQ D FRQWLQXLQJ EDVLV IURP WKHVH LQVWLWXWLRQV DORQJ ZLWK WKHLU LQWHUHVW LQ
FRQWLQXLQJVNLOOGHYHORSPHQWµOLIHORQJOHDUQLQJ¶DQGUHVHDUFKRIUHOHYDQFHZLOODOOEHFULWLFDOLQDWWUDFWLQJ
DQGUHWDLQLQJKLJKOHYHOMREV7KHVHFWRUDQGLWVFRPSRQHQWSDUWVZLOOFRQWLQXHWRFKDQJHDWSDFHLQWKH
\HDUVDKHDG2XULQVWLWXWLRQVPXVWHQVXUHWKDWWKH\PDWFKDQGSUHIHUDEO\DQWLFLSDWHVXFKFKDQJHDQG
GHPRQVWUDWHWKHLURYHUZKHOPLQJFRPPLWPHQWWRPHHWLQJWKHUHTXLUHPHQWVRIWKHVHFWRU

$Q HDUO\ IROORZ XS WR WKH 6PLWK SURSRVDO UHJDUGLQJ DOORZLQJ IRUHLJQ VWXGHQWV WR VWD\ RQ WR ZRUN LQ
6FRWODQGIRUDVSHFLILHGSHULRGZRXOGDOVRZRUNWRWKHDGYDQWDJHRIILQDQFLDOVHUYLFHVDQGWKHSURSRVHG
HPSKDVLVRQKLJKVNLOOHGDQGKLJKYDOXHDGGHGMREV

Regulation 

)ROORZLQJ WKHRXWFRPHRI WKH UHIHUHQGXPNH\HOHPHQWVRI UHJXODWLRQDQGVXSHUYLVLRQRI WKH ILQDQFLDO
VHFWRU UHPDLQ DV IXQFWLRQV UHVHUYHG WR WKH 8. UDWKHU WKDQ GHYROYHG WR 6FRWODQG 2QH VWUDLJKWIRUZDUG
PHDQV RI UHGXFLQJ XQFHUWDLQWLHV IDFLQJ WKH ILQDQFLDO VHFWRU ZRXOG EH IRU WKH 6FRWWLVK *RYHUQPHQW WR
LQGLFDWHLPPHGLDWHO\WKDWLUUHVSHFWLYHRIWKHILQGLQJVRIWKH6PLWKRU+DJXH&RPPLVVLRQVLWLVWKHLUILUP
LQWHQWLRQWKDWILQDQFLDOVHFWRUUHJXODWLRQDQGVXSHUYLVLRQVKRXOGUHPDLQD8.IXQFWLRQIRUWKHIRUHVHHDEOH
IXWXUH

Life assurance and pensions 

3URYLGHUVLQWKHVHVHFWRUVIDFHD8.ZLGHWKUHDWIURPGHUHJXODWLRQRIWKHSHQVLRQV¶PDUNHW±HJHQGLQJ
WKH UHVWULFWLRQRQ WKH WLPLQJ RI EHLQJDEOH WR ZLWKGUDZ IXQGV IURPSHQVLRQ SRWV &RPSDQLHV EDVHG LQ
6FRWODQG DOVR IDFH WKH WKUHDW RI D GLIIHULQJ SHQVLRQV¶ UHJLPH KHUH ,W WKDW ZDV WR PDWHULDOLVH WKHQ
6FRWODQGEDVHGFRPSDQLHVVHOOLQJDFURVV WKH8.ZRXOG ILQG WKH UHJLPH LQ6FRWODQGRI UHDOGLIIHUHQFH
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
IURPWKHUHVWRIWKH8.ZKHUHVRPHRIWKHLUPDUNHWLVOLNHO\WROLH$QREYLRXVUHVSRQVHZRXOGEHWR
UHORFDWH WKHLU FRUH EXVLQHVV RXWZLWK 6FRWODQG DQG NHHS D EXVLQHVV LQ 6FRWODQG WR VHUYLFH 6FRWWLVK
FXVWRPHUV 7KHUHE\ WKH\ ZRXOG DYRLG WKH ULVNV RI VHOOLQJ DFURVV D ERUGHU WR D GLIIHUHQW UHJLPH ,W LV
SRVVLEOHWKDWHYHQZLWKDde jurePRYHRI+46FRWODQGFRXOGUHWDLQNH\KLJKYDOXHDGGHGMREVEXWWKH
ULVNLVFOHDU

The financial and fiscal environment 

7KHRXWORRN IRU WKHSXEOLF ILQDQFHV LQ6FRWODQGDQG WKH UHVWRI WKH8. UHPDLQVGLIILFXOWDQGXQFHUWDLQ
7KHVLWXDWLRQZLOOEHPDGHPRUHFRPSOH[LQ6FRWODQGDVZHDZDLWWKHIROORZXSWRWKH6PLWK&RPPLVVLRQ
DQG VXEVHTXHQW GHFLVLRQV DW :HVWPLQVWHU DQG +RO\URRG DV WR IXUWKHU GHYROXWLRQ RI ILVFDO DQG RWKHU
PDWWHUVWR6FRWODQG,W ORRNVLQHYLWDEOHWKDW6FRWODQGZLOOJDLQDVXEVWDQWLDOO\ODUJHUVKDUHRIWD[UDLVLQJ
SRZHUV WKDQ DW SUHVHQW DOWKRXJK WKH VSHFLILFV DV WR ZKDW PD\ FKDQJH DUH E\ QR PHDQV FOHDU 7KH
6FRWWLVK *RYHUQPHQW FDQQRWEH H[SHFWHG WR HQWHU LQWR DQ\ ILUP DQGHDUO\ FRPPLWPHQWVRQ WKLV IURQW
+RZHYHU LWZRXOGEHKHOSIXO WR WKRVH LQ WKH ILQDQFLDOVHFWRUZKRDUHSODQQLQJ ORFDWLRQGHFLVLRQVRQD
YDULHW\RIIURQWVIRU*RYHUQPHQWWRVWUHVVWKDWLWYDOXHVWKHVHFWRUDQGZLOOVWULYHWRUHWDLQDFRPSHWLWLYH
HQYLURQPHQW IRUKLJKVNLOOHGKLJKZDJHDQGKLJKYDOXHDGGHGMREVWREH ORFDWHGZLWKLQ6FRWODQG7KLV
ZRXOGEHEHQHILFLDOIRUERWK6FRWWLVKDQG8.FRPSDQLHVDQGDFWXDODQGSRWHQWLDOLQZDUGLQYHVWRUV

Infrastructure 

3HUKDSVWKHPRVWLPSRUWDQWDVSHFWRIFRPPXQLFDWLRQVIRUWKHILQDQFLDOVHFWRULQWKHIXWXUHZLOOEHGLJLWDO
$FURVVDOONH\VXEVHFWRUVDFFHVVWRWKHODWHVWDQGEHVWZLOOEHFULWLFDOLQRUGHUWRFRPSHWH)RUEDQNLQJ
WKLVZLOOODUJHO\EHDPDWWHURIZLWKLQWKH8.ZLWKVRPHVWUHWFKWR(XURSHEXWIRUDVVHWPDQDJHPHQWWKH
UHTXLUHPHQWZLOOEHJOREDO%RWK*RYHUQPHQWVPXVWFRQWLQXHWRVWUHVVWKHLUFRPPLWPHQW WRKLJKVSHHG
DQGEURDGGLJLWDOFRPPXQLFDWLRQVDFURVV6FRWODQG±LQOLQHZLWKWKHµEHVWRIFODVVJOREDOO\

Communications/air services 

7KH HPSKDVLV KHUH KDV WR EH RQ LQWHUQDWLRQDO DV ZHOO DV GRPHVWLF FRPPXQLFDWLRQV )RU DVVHW
PDQDJHPHQWLQDQLQFUHDVLQJO\JOREDOLVHGPDUNHWJRRGFRPPXQLFDWLRQVE\DLUZLWKDOOPDMRUFHQWUHVRI
GHPDQG DQG VXSSO\ ZLOO EH HVVHQWLDO 2QH FULWLFDO LVVXH LV OLNHO\ WR EH DLU VHUYLFHV DFFHVV E\ GLUHFW
DQGRUKLJKO\FRQYHQLHQWIOLJKWVIURP6FRWODQG¶VDLUSRUWVWRDYDULHW\RIGHVWLQDWLRQV5HODWHGWRWKLVZLOO
EH WKH FRVW RI WUDYHO 7KH +RO\URRG *RYHUQPHQW ZLOO ZLVK WR EH VWURQJO\ VXSSRUWLYH RI LQFUHDVLQJ WKH
QXPEHUDQGUDQJHRIGLUHFWIOLJKWVIURP6FRWODQG¶VDLUSRUWVDQGGRLQJZKDWLWFDQGLUHFWO\DQGLQGLUHFWO\
WRFRQVWUDLQFRVWV'HYROXWLRQRI$3'VKRXOGEHDVLJQLILFDQWEHQHILWWRWKLVSURFHVV

SME Banking 

5HIHUHQFHKDVEHHQPDGHDERYHWRWKH&RPSHWLWLRQDQG0DUNHWV$XWKRULW\VWXG\RIEDQNLQJZKLFKKDV
UHFHQWO\EHHQODXQFKHG7KLVZLOOFRYHUUHWDLOFXUUHQWDFFRXQWVDQGEDQNLQJIRUVPDOODQGPHGLXPVFDOH
EXVLQHVVHV7KH ODWWHU LVRIJUHDW LPSRUWDQFH WR WKH6FRWWLVKHFRQRP\7KH&0$KDVGHWHUPLQHG WKDW
WKHUHLVDGLVWLQFW6FRWWLVKPDUNHWIRU60(EDQNLQJ$OOLQWHUHVWHGSDUWLHVLQ6FRWODQGVKRXOGHQGHDYRXU
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ (FRQRPLFSHUVSHFWLYHV
0DUFK 
WRIROORZWKLV&0$ZRUNFORVHO\DQGSURYLGHWKH&0$ZLWKDUDQJHRIHYLGHQFHRQWKHLPSRUWDQFHRIWKH
VHFWRU LQ6FRWODQG WKHSUREOHPVFDXVHG IRU60(VE\ WKH OLPLWHGQXPEHURISURYLGHUVDW SUHVHQW DQG
KRZ WKH VHUYLFH PLJKW EH LPSURYHG WR WKH EHQHILW RI WKH 6FRWWLVK HFRQRP\ 7KH 6FRWWLVK EDQNV
SULQFLSDOO\5%6DQG+%26ZLOOEHSURYLGLQJPDMRU LQSXWV2WKHUNH\SOD\HUVVKRXOGDLPWRPDWFKWKDW
IURPDYHU\GLIIHUHQWDQGSHUKDSVPRUHREMHFWLYHSHUVSHFWLYH

,QVXPWKHILQDQFLDOVHUYLFHVVHFWRULQ6FRWODQGKDVEHHQDQLPSRUWDQWDQGKLJKSHUIRUPLQJFRPSRQHQW
RI WKH6FRWWLVKHFRQRP\DOEHLWRQHKLWE\ WKH ILQDQFLDOO\LQGXFHGJOREDO UHFHVVLRQ IURP7KH)6
VHFWRUDVDZKROHKDVVRPHZKDWVXUSULVLQJO\IDFHGXSVXFFHVVIXOO\WRWKHFRQVHTXHQWSUHVVXUHVZKLFK
KLW WKH EDQNLQJ VHFWRU LQ SDUWLFXODU ,QGHHG WKH QHJDWLYH LPSDFW RI WKHVH FKDQJHV RQ RXWSXW DQG
HPSOR\PHQW KDV EHHQ PXFK OHVV WKDQ DQWLFLSDWHG UHIOHFWLQJ WKH GLYHUVLW\ UHVLOLHQFH DQG
FRPSHWLWLYHQHVVRIWKH)6VHFWRULQ6FRWODQG

&HUWDLQO\WKHIXWXUHIRU6FRWODQG¶VILQDQFLDOVHUYLFHVHFWRUFRXOGEHEULJKWGHVSLWHWKHXQFHUWDLQWLHVZKLFK
FRQWLQXHWRORRPDQGWKHULVNRIIXUWKHUPRYHVRIde jure +4VWRRWKHUSDUWVRIWKH8.RUHYHQWKH(8
&RPSRQHQWV RI WKH VHFWRU KDYH SHUIRUPHG UHPDUNDEO\ ZHOO LQ UHFHQW \HDUV GHVSLWH UHFHVVLRQ DQG
EDQNLQJVHFWRUWXUPRLO6FRWODQGLVDIDYRXUHGORFDWLRQIRUIRRWORRVHILQDQFLDOVHFWRUDFWLYLWLHVLQFOXGLQJD
YDULHW\RIDFWLYLWLHVHPSOR\LQJUHODWLYHO\KLJKVNLOOHGKLJKYDOXHDGGHGDQGKLJKZDJHSHUVRQQHO7KHVH
DFWLYLWLHVDQGMREVDUHQRWLQH[WULFDEO\OLQNHGWR+4V*LYHQVNLOODYDLODELOLW\DQGDYDULHW\RIRWKHUIDFWRUV
6FRWODQGFDQEHDFRPSHWLWLYHORFDWLRQIRUVXFKDFWLYLWLHV

7KHHPSKDVLVRIDOOHQJDJHGLQDQGZLWKWKH)6VHFWRUVKRXOGEHRQFUHDWLQJWKHHQYLURQPHQWLQZKLFK
6FRWODQGFRQWLQXHV WREHDQDWWUDFWLYH HQYLURQPHQW ZLWK JRYHUQPHQW DQG DOO NH\ SDUWLHV VKRZLQJ E\
ZRUGV DQG GHHGV WKDW DWWUDFWLQJ DQG UHWDLQLQJ VXFK LPSRUWDQW MREV DQG DFWLYLWLHV LV VHHQ WR EH YHU\
FOHDUO\LQWKHLQWHUHVWVRI6FRWODQGDVDZKROH$VVHWPDQDJHPHQWLQSDUWLFXODUORRNVWREHDUHODWLYHO\
XQVXQJ 6FRWWLVK VXFFHVV VWRU\ IDFLQJ D YHU\ H[FLWLQJ JOREDO IXWXUH DQG RQH LQ ZKLFK 6FRWWLVKEDVHG
DFWLYLWLHVVKRXOGEHZHOOSODFHGWRWKULYH7KHIXWXUHIRUWKH6FRWWLVKVHFWRUDVDZKROHLVPXFKPRUHWKDQ
EHLQJDVDIHKDYHQ IRUFDOO FHQWUHVDQG ORZYDOXHDGGHGEDFNRIILFH MREV6FRWODQGKDV WKHVNLOOVDQG
H[SHULHQFH WREHPXFKPRUHWKDQ WKDWDQG WRDFKLHYH LWVSRWHQWLDODVDPDMRU(XURSHDQ)6 ORFDWLRQ
0DNLQJWKHPRVWRIWKLVVHFWRUVKRXOGFRQWLQXHWREHDNH\SULRULW\IRUWKH\HDUVDKHDG

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Policy Section 
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3HRSOHDQG3ROLF\%HKDYLRXUDOHFRQRPLFVDQGLWV
SROLF\LPSOLFDWLRQV
$OH['LFNVRQDQG0DUFR)RQJRQL8QLYHUVLW\RI6WUDWKFO\GH

Abstract 
7KHVWDQGDUGDSSURDFKRIHFRQRPLFPRGHOOLQJDQGSROLF\DQDO\VLV LV WRDVVXPHWKDWSHRSOHDUHhomo 
economicus D UDWLRQDO DQG VHOILQWHUHVWHG HFRQRPLF PDQ +RZHYHU D ZHOOGRFXPHQWHG ERG\ RI
HYLGHQFHVXJJHVWVWKDWKXPDQGHFLVLRQPDNHUVGHSDUWIURPWKLVDVVXPSWLRQLQVHYHUDOLQWHUHVWLQJZD\V
7KLV SDSHU H[SORUHV WKUHH NH\ EHKDYLRXUDO DVSHFWV ± ORVV DYHUVLRQ SUHVHQWELDVHG SUHIHUHQFHV DQG
VRFLDO SUHIHUHQFHV  ,W FRQVLGHUV WKH HYLGHQFH WR VXSSRUW WKHP KRZ EHKDYLRXUDO HFRQRPLVWV KDYH
PRGLILHG HFRQRPLF PRGHOV WR FDSWXUH WKH LPSOLFDWLRQV RI HDFK PRGLILFDWLRQ DQG KRZ WKH\ RIIHU QHZ
LQVLJKWVRQWKHVFRSHDQGHIILFDF\RIDZLGHUDQJHRISROLF\LQWHUYHQWLRQV
Keywords 
%HKDYLRXUDO HFRQRPLFV ORVV DYHUVLRQ UHIHUHQFHGHSHQGHQW SUHIHUHQFHV SUHVHQWELDVHG SUHIHUHQFHV
VRFLDOSUHIHUHQFHVSURFUDVWLQDWLRQUHFLSURFLW\SXEOLFSROLF\
I Introduction and background 
(FRQRPLVWVVHHNWRGHVFULEHWKHFRPSOH[LW\RIWKHUHDOZRUOGE\XVLQJDEVWUDFWPRGHOVRIUHDOLW\$WWKH
KHDUWRIPRVWPRGHOVLQHFRQRPLFVDUHSHRSOHZKRPDNHGHFLVLRQVDQGHFRQRPLVWVWKHUHIRUHKDYHWR
PDNHDVVXPSWLRQVDERXWKRZWKH\EHKDYH7KHµVWDQGDUGHFRQRPLFPRGHO¶³6(0´LQWKHQHRFODVVLFDO
WUDGLWLRQ LV SRSXODWHG E\ LQGLYLGXDOV WKDW VDWLVI\ WKH DVVXPSWLRQV RI µhomo (or femina) economicus¶ ±
UDWLRQDOHFRQRPLFZRPDQ±SHRSOHZKRXQGHUVWDQGWKHLUSUHIHUHQFHVDUHUDWLRQDOREH\WKHD[LRPVRI
µXWLOLW\ WKHRU\¶ DUH VHOILQWHUHVWHG DQG GLVFRXQW IRU WLPH LQ D FRQVLVWHQW ZD\ 7KHUH DUH VRPH JRRG
UHDVRQV WR SXUVXH VXFK DQ DSSURDFK (FRQRPLVWV WU\ WR GHYHORS JHQHUDO PRGHOV RI UHDOLW\ WKDW KHOS
H[SODLQ±DQGSUHGLFW±DYHUDJHEHKDYLRXU,WVEHKDYLRXUDODVVXPSWLRQVGRQ¶WKDYHWRFRQFXUZLWKKRZ
ZH FRQFHLYH WKDW SHRSOH DFWXDOO\ PDNH GHFLVLRQV EXW WKHLU SUHGLFWLRQV VKRXOG EH FRQVLVWHQW ZLWK
REVHUYHG EHKDYLRXU on average *LYHQ WKH QHHG IRU JHQHUDOO\ DSSOLFDEOHPRGHOV WKH 6(0 KDVRIWHQ
VHUYHGHFRQRPLVWV±DQGE\H[WHQVLRQ±VRFLHW\UDWKHUZHOO
,Q UHFHQWGHFDGHVKRZHYHU WKHUHKDVEHHQVRPHWKLQJRID µEHKDYLRXUDO UHYROXWLRQ¶ LQHFRQRPLFV%\
REVHUYLQJ KRZ SHRSOH PDNH GHFLVLRQV LQ H[SHULPHQWDO VHWWLQJV VRPH ZHOOGRFXPHQWHG DQRPDOLHV RI
EHKDYLRXU WR WKH 6(0 KDYH EHHQ LGHQWLILHG EULQJLQJ LQWR TXHVWLRQ WKH YDOLGLW\ RI VRPH RI LWV
DVVXPSWLRQV 7KHVH KDYH JLYHQ EHKDYLRXUDO HFRQRPLVWV WKH LQVSLUDWLRQ WR LQFRUSRUDWH SV\FKRORJLFDO
LQVLJKWV LQWR HFRQRPLF PRGHOV LQ DQ DWWHPSW WR EHWWHU FDSWXUH WKH ZD\ SHRSOH PDNH GHFLVLRQV 7KLV
SDSHU SUHVHQWV WKH EDVLF LGHD EHKLQG WKUHH NH\ PRGLILFDWLRQV WR WKH VWDQGDUG PRGHO ORVV DYHUVLRQ
SUHVHQWELDVHG SUHIHUHQFHV DQG VRFLDO SUHIHUHQFHV  )RU HDFK ZH FRQVLGHU DQ LOOXVWUDWLRQ RI VXFK
EHKDYLRXUGLVFXVV WKHHYLGHQFH WKDWVXJJHVWVSHRSOHGREHKDYH LQ WKLVZD\FRQVLGHUKRZHFRQRPLF
PRGHOVKDYHEHHQDGDSWHGWRFDSWXUHWKHVHEHKDYLRXUVDQGGLVFXVVVRPHRIWKHLUSROLF\LPSOLFDWLRQV
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
0DUFK 
)LUVW OHWXVGHILQH UDWLRQDOLW\)RU WKHSXUSRVHRI WKLVSDSHU WKH IROORZLQJGHILQLWLRQ LVXVHIXOD UDWLRQDO
LQGLYLGXDOIDFHGZLWKPXOWLSOHRSWLRQVZLOOFKRRVHWKHRQHVWKDWJLYHKHUWKHKLJKHVWSD\RII7KLVGRHV
QRW UXOH RXW IRU H[DPSOH DQ LQGLYLGXDO DFWLQJ LQ WKH EHVW LQWHUHVWV RI VRFLHW\ HYHQ LI LW LV QRW LQ KHU
PDWHULDO LQWHUHVW WR GR VR WKH GULYHUV RI µYDOXH¶ WR LQGLYLGXDOV PLJKW EH PRUH WKDQ VLPSO\ WKHLU RZQ
PDWHULDOJDLQZKLFKDUHWXUQHGRQZKHQSURVRFLDOGHFLVLRQVDUHWDNHQ8VLQJWKLVGHILQLWLRQDOORZVXVWR
GLVWLQJXLVKEHWZHHQDEHKDYLRXUWKDW LVLQFRQVLVWHQWZLWKWKHVWDQGDUGPRGHOEHFDXVHSHRSOHDUHQRW
RSWLPLVLQJDQGDUHEHLQJLUUDWLRQDODQGEGHSDUWXUHVIURPWKHVWDQGDUGPRGHOWKDWLQYROYHUDWLRQDOLVDEOH
EHKDYLRXUZKHUHWKHFDUULHURIµYDOXH¶LVQRWVLPSO\DVWDQGDUGXWLOLW\IXQFWLRQEXWVRPHWKLQJWKDWLVPRUH
EHKDYLRXUDOO\LQIOXHQFHG2XUIRFXVLVYHU\PXFKRQWKHODWWHU
Loss aversionLVWKHLGHDWKDWORVVHVORRPODUJHUWKDQHTXLYDOHQWVL]HGJDLQV,ISHRSOHDUHORVVDYHUVH
DQGWKH\DUHH[SRVHGWRORVVHVWKHQWKH\IDFHSDUWLFXODUO\VKDUSLQFHQWLYHVWRDYRLGLQFXUULQJWKHP7KLV
VHHPVWREHDZLGHO\ UHSRUWHGFKDUDFWHULVWLFRIKXPDQEHKDYLRXUZKLFKJLYHV ULVH WRPDQ\ LQWHUHVWLQJ
FRQFOXVLRQV )RUH[DPSOH WR LQFHQWLYLVHVRPHRQH WRGRVRPHWKLQJ UDWKHU WKDQUHZDUGLQJ WKHPXSRQ
FRPSOHWLQJWKHWDVNDORVVDYHUVHLQGLYLGXDOLVPRUHOLNHO\WRFRPSOHWHLW LIWKH\DUHSDLGILUVWDQGIDFH
EHLQJUHTXLUHGWRUHSD\WKHSD\PHQWLIWKH\IDLO
Present-biased preferencesFDSWXUHWKHLGHDWKDWZKHQFRQVLGHULQJGHFLVLRQVWKDWKDYHFRQVHTXHQFHV
LQWKHIXWXUHWKHSUHVHQWLVSDUWLFXODUO\VDOLHQWDQGKDVDODUJHLPSDFWRQWKHGHFLVLRQDWKDQG7KLVFDQ
JLYHULVHWRWLPHLQFRQVLVWHQF\SHRSOHPD\SODQWRGRVRPHWKLQJLQWKHIXWXUHEXWDIWHUWKHSDVVDJHRI
WLPHZKHQWKDWIXWXUHEHFRPHVWKHSUHVHQWWKH\FKDQJHWKHLUSODQVEHFDXVHGHFLVLRQPDNLQJLQWKHKHUH
DQGQRZ WDNHVDGLIIHUHQWVKDSH WRGHFLVLRQPDNLQJ UHJDUGLQJ WKH IXWXUH0RGHOV WKDW LQFRUSRUDWH WKLV
EHKDYLRXU FDQ VKHG OLJKW RQ SURFUDVWLQDWLRQ DQG VHOIFRQWURO SUREOHPV DQG PRUH LPSRUWDQWO\
PHFKDQLVPVWRRYHUFRPHWKHVH
Social preferencesDOORZHFRQRPLVWVWRFDSWXUHRWKHUUHJDUGLQJHOHPHQWVWRSUHIHUHQFHVWKDWPLJKWDOVR
EHGULYHUVRIEHKDYLRXU2QHRIWKHPRVWFRQYLQFLQJRIWKHVHLVUHFLSURFLW\LIDQDFWRINLQGQHVVLVGRQH
WRDQ LQGLYLGXDO WKH\ZLOOJDLQVRPHSOHDVXUHIURPUHFLSURFDWLQJNLQGQHVVZLWKNLQGQHVVEXWZLOOVXIIHU
GLVSOHDVXUHLIWKH\DUHXQNLQGLQUHWXUQ5HFLSURFLW\FDQWHPSHUWKHEHKDYLRXURISHRSOHLQSXUVXLWRIVHOI
LQWHUHVW)RULQVWDQFHLQDVLWXDWLRQLQZKLFKWKHUHDUHQHJDWLYHH[WHUQDOLWLHVLHZKHUHSHRSOHLQGRLQJ
ZKDW LVEHVW IRU WKHPVHOYHVGRKDUPWRRWKHUV WKHSUHGLFWLRQRI WKHVWDQGDUGPRGHO LVPDUNHW IDLOXUH
SURPRWLQJDQLQVWLWXWLRQDOUHVSRQVHWRFRUUHFWLWEXWUHFLSURFLW\PD\SURYLGHDVHOIFRUUHFWLRQPHFKDQLVP
WKDWOLPLWVWKHH[WHQWWRZKLFKSHRSOHKDUPRWKHUVSDUWLFXODUO\LIWKLVLVHQFRXUDJHGE\VRFLHW\
%\FRQVLGHULQJPRUHGHVFULSWLYHDFFRXQWVRISHRSOH¶VEHKDYLRXUWKHDQDO\VLVRIHFRQRPLFHQYLURQPHQWV
RIWHQ OHDGV WR GLIIHUHQW FRQFOXVLRQV WKDQ WKRVH GUDZQ IURP D VWDQGDUG DQDO\VLV &RQVHTXHQWLDOO\
FRQVLGHUDWLRQ RI EHKDYLRXUDO LGHDV JLYHV ULVH WR LPSOLFDWLRQV IRU SROLF\ $IILOLDWHG ZLWK WKH 8. &DELQHW
2IILFHLVWKH%HKDYLRXUDO,QVLJKWV7HDPHVWDEOLVKHGLQWKDWZRUNVWRFRQVLGHUWKHLPSOLFDWLRQVRI
LQVLJKWV WKDW VWHP IURPEHKDYLRXUDO HFRQRPLFV IRU SXEOLF SROLF\ GHPRQVWUDWLQJ WKH FHQWUH VWDJH WKDW
EHKDYLRXUDOHFRQRPLFVLVWDNLQJLQWKHSXEOLFSROLF\DUHQD7KLVSDSHUDLPVWRSURYLGHVRPHLQVLJKWLQWR
                                                        
9HU\DFFHVVLEOHGLVFXVVLRQVRIWKHIRUPHUDUHLQFOXGHGLQ7KDOHUDQG6XQVWHLQ.DKQHPDQZKLFKLVD
KLJKO\UHFRPPHQGHGUHDGIRUDQ\RQHZLWKDQLQWHUHVWLQEHKDYLRXUDOHFRQRPLFVDQG$ULHO\
)RUWKHLQWHUHVWHGUHDGHUWKHLUµ0LQGVSDFH¶UHSRUWRQ³LQIOXHQFLQJEHKDYLRXUWKURXJKSXEOLFSROLF\´SUHVHQWVDQ
LQWHUHVWLQJGLDORJXHRQWKHEURDGSROLF\LPSOLFDWLRQVRIPDQ\DVSHFWVRIEHKDYLRXUDOHFRQRPLFV
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
0DUFK 
WKHHFRQRPLFVEHKLQGEHKDYLRXUDOSROLF\LQWHUYHQWLRQVWRKHOSUHDGHUVPDNHDQLQIRUPHGDVVHVVPHQWRI
WKHLULPSRUWDQFH
II Loss Aversion: losses loom larger than gains  
$ZHOOGRFXPHQWHGIHDWXUHRIKXPDQSHUFHSWLRQLVWKDWORVVHVORRPODUJHUWKDQHTXLYDOHQWVL]HGJDLQV
WKH SOHDVXUH IHOW IURP JDLQLQJ DQ DPRXQW RI PRQH\ LV OHVV WKDQ WKH GLVSOHDVXUH RI ORVLQJ WKDW VDPH
DPRXQWRIPRQH\7KLVFDQQRWEHFRQVLVWHQWO\FDSWXUHGLQWKH6(0EHFDXVHLWDVVXPHVWKDWRQO\ILQDO
RXWFRPHV DUH WKH FDUULHUV RI YDOXH /RVV DYHUVLRQ VXJJHVWV WKDW KRZ DQ RXWFRPH FRPSDUHV WR D
UHIHUHQFHSRLQWLQIOXHQFHVKRZLWLVYDOXHG
7RFDSWXUHWKLVUHIHUHQFHGHSHQGHQFHDPRGHORISUHIHUHQFHVQHHGVWRQRWRQO\FRQVLGHUWKHPDJQLWXGH
RI RXWFRPHV EXW DOVR KRZ WKH\ FRPSDUH WR D UHIHUHQFH SRLQW $Q RXWFRPH LV FRGHG DV D JDLQ LI LW
H[FHHGV WKH UHIHUHQFH SRLQW DQG DV D ORVV LI LW IDOOV VKRUW RI LW DQG LQGLYLGXDOV VHHP WR LQWULQVLFDOO\
DVVHVVJDLQVDQGORVVHVGLIIHUHQWO\/RVVDYHUVLRQZDVLQWURGXFHGDVDFHQWUDOIHDWXUHRI.DKQHPDQDQG
7YHUVN\¶V  µ3URVSHFW 7KHRU\¶ ZKHUH WKH UHIHUHQFH SRLQW ZDV WDNHQ WR EH status quo WKH
LQGLYLGXDO¶VFXUUHQWVWDWH
7KH ZD\ ORVV DYHUVLRQ LV FDSWXUHG LQ DQ HFRQRPLF PRGHO LV VWUDLJKWIRUZDUG ,Q VWDQGDUG SUHIHUHQFH
UHSUHVHQWDWLRQ PRGHOV LQGLYLGXDOV KDYH D XWLOLW\ IXQFWLRQ GHILQHG RYHU RXWFRPHV WKDW DVVLJQV WR HDFK
RXWFRPHxDXWLOLW\QXPEHUu(x)'HFLVLRQPDNLQJLQYROYHVFRPSDULQJWKHXWLOLW\RIGLIIHUHQWRSWLRQVDQG
FKRRVLQJWKHRQHWKDWJLYHVWKHKLJKHVWXWLOLW\7RDOORZIRUORVVDYHUVLRQWKHRXWFRPHxLVFRPSDUHGWRD
UHIHUHQFHSRLQWrDQGDVWDQGDUGXWLOLW\ IXQFWLRQ LVDXJPHQWHGZLWKD µJDLQORVV¶XWLOLW\v(x-r)ZKLFKFDQ
GLIIHUGHSHQGLQJRQZKHWKHUxH[FHHGVWKHUHIHUHQFHSRLQWrLQZKLFKFDVHx-r>0RUIDOOVVKRUWRILWLQ
ZKLFKFDVHx-r<0$QLQGLYLGXDOLVORVVDYHUVHLIIRUVRPHy>0, -v(-y)>v(y)WKHJDLQORVVXWLOLW\LVVWHHSHU
LQ WKH GRPDLQ RI ORVVHV WKDQ LQ WKH GRPDLQ RI JDLQV VR WKHUH LV D NLQN DW WKH UHIHUHQFH SRLQW$Q
LQGLYLGXDO
VRYHUDOOSD\RIIIURPWKHRXWFRPHxLVWKHQDFRPELQDWLRQRIWKHXWLOLW\RIWKDWRXWFRPHDQGWKH
JDLQORVVXWLOLW\8[U ȘX[Y[-r)ZKHUHȘLVMXVWDZHLJKWLQJSDUDPHWHU
)LJXUH  SORWV WZR JDLQORVV XWLOLW\ IXQFWLRQV IRU GLIIHUHQW UHIHUHQFH SRLQWV r DQGݎǁ >r 6XSSRVH DQ
LQGLYLGXDO¶VUHIHUHQFHSRLQWLVrWKHQLIDQRXWFRPHUHSUHVHQWVDJDLQUHODWLYHWRWKLVUHIHUHQFHSRLQWVKH
PRYHVXSWKHUHODWLYHO\VKDOORZYDOXHIXQFWLRQWRWKHULJKWRIrFRQYHUVHO\LIDQRXWFRPHIDOOVVKRUWRIr
DQGVR LV MXGJHG WREHD ORVVVKHPRYHVGRZQ WKH UHODWLYHO\VWHHSYDOXH IXQFWLRQ WR WKH OHIWRI r7KH
GLVXWLOLW\IURPDORVVLVODUJHUWKDQWKHXWLOLW\IURPDQHTXLYDOHQWVL]HGJDLQZKLFKPHDQVWKDWLQGLYLGXDOV
IDFH D VKDUS LQFHQWLYH WR DYRLG ORVVHV 7KLV ILJXUH DOVR LOOXVWUDWHV WKDW KRZ DQ RXWFRPH LV HYDOXDWHG
GHSHQGVRQWKHUHIHUHQFHSRLQWWRZKLFKLWLVFRPSDUHGUHODWLYHWRWKHUHIHUHQFHSRLQWrWKHRXWFRPHxLQ
WKHILJXUHLVDJDLQEXWUHODWLYHWRWKHUHIHUHQFHSRLQWݎǁ LWLVDORVVDQGLVHYDOXDWHGDVVXFK  
 
 
 
                                                        
3URVSHFWWKHRU\DOVRLQFRUSRUDWHVµGLPLQLVKLQJVHQVLWLYLW\¶WKHHIIHFWRIPDUJLQDOJDLQVDQGORVVHVLVVPDOOHUWKH
ODUJHULVWKHJDLQRUORVVXQGHUFRQVLGHUDWLRQZKLFKLPSOLHVWKHJDLQORVVXWLOLW\IXQFWLRQLVFRQFDYHLQWKHGRPDLQRI
JDLQVDQGFRQYH[LQWKHGRPDLQRIORVVHV)RUVLPSOLFLW\RIH[SRVLWLRQZHFRQVLGHURQO\ORVVDYHUVLRQKHUH 
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
0DUFK 
 
Figure 1: reference dependence and loss aversion. 

7KHHYLGHQFHEDVH WKDWVXSSRUWV WKHFRQFHSWRI ORVVDYHUVLRQ LV ODUJHDQGFRQYLQFLQJ(DUO\HYLGHQFH
FDPH LQ WKH IRUP RI WKH µHQGRZPHQW HIIHFW¶ .DKQHPDQ HW DO  ZKLFK QRWHG WKDW RQ DYHUDJH
LQGLYLGXDOV UHTXLUHPRUHFRPSHQVDWLRQ WRJLYHXSDJRRG WKDW WKH\KDYHJDLQHGHQWLWOHPHQWRYHU WKDQ
WKH\ ZRXOG EH ZLOOLQJ WR SD\ WR DFTXLUH LW $IWHU EHLQJ HQGRZHG ZLWK D JRRG DQ LQGLYLGXDO SHUFHLYHV
RZQHUVKLSRI LWVRLIWKH\ZHUHWRVHOO LWWKH\ZRXOGVXIIHUDORVVORVVHVDUHIHOWVWURQJO\DQGVRDKLJK
OHYHORIFRPSHQVDWLRQLVUHTXLUHGWRVHOOWKHLWHP7KLVLVHDVLO\VHHQLQWKHGLDJUDPLIrLVWKHLQGLYLGXDO¶V
LQLWLDOVLWXDWLRQDQGݎǁLQFRUSRUDWHVDFTXLVLWLRQRIWKHJRRGWKHLQGLYLGXDO¶VZLOOLQJQHVVWRSD\IRUWKHJRRG
LVJLYHQE\WKHKHLJKWRIWKHOHIWYDOXHIXQFWLRQHYDOXDWHGDWݎǁE\FRQWUDVWWKHLUZLOOLQJQHVVWRDFFHSWLI
WKH\DUHHQGRZHGZLWKWKHJRRGDQGKDYHLQFRUSRUDWHGSRVVHVVLRQRILWLQWRWKHLUstatus quoLVJLYHQE\
WKHDPRXQWE\ZKLFKWKHULJKWYDOXHIXQFWLRQUHGXFHVZKHQPRYLQJIURPݎǁWRr/RVVDYHUVLRQLPSOLHVWKH
ZLOOLQJQHVVWRDFFHSWH[FHHGVWKHZLOOLQJQHVVWRSD\
/RVVDYHUVLRQKDVEHHQIRXQGLQPDQ\H[SHULPHQWDOVHWWLQJVDVZHOODVLQILHOGVWXGLHVIRUH[DPSOHLQ
VHOOHUEHKDYLRXULQWKHKRXVLQJPDUNHW*HQHVRYHDQG0D\HULQSK\VLFLDQEHKDYLRXU5L]]RDQG
=HFNKDXVHUDQGSROLFHSHUIRUPDQFH0DVLQUHODWLRQWRSD\DQGLQODERXUVXSSO\GHFLVLRQV
&DPHUHU HW DO  &UDZIRUG DQG 0HQJ  7KH HYLGHQFH E\ QR PHDQV VXJJHVWV WKDW HYHU\
LQGLYLGXDO LV ORVVDYHUVH LQGHHG WKHUHPD\EHGLVWLQFW JURXSVZKRDUHQRW)RUH[DPSOH /LVW 
IRXQG WKDW H[SHULHQFHG PDUNHW SDUWLFLSDQWV GLG QRW H[KLELW ORVV DYHUVLRQ ZKHUHDV WKRVH ZLWK OLWWOH
H[SHULHQFHGLGEXWSURIHVVLRQDOJROIHUV±ZKRKDYHYDVWH[SHULHQFHDQGDUHVXEMHFWWRODUJHVWDNHV±GR
WHQG WR H[KLELW ORVV DYHUVLRQ 3RSH DQG 6FKZHLW]HU  7KH SKHQRPHQRQ VHHPV WR EH UREXVW
HQRXJK WKDW LW VKRXOG EH JLYHQ FDUHIXO FRQVLGHUDWLRQ E\ HFRQRPLVWV ZKHQ XQGHUWDNLQJ PRGHOOLQJ
H[HUFLVHV VR WKDW WKH\ FDQ LQIHU ZKHWKHU SHRSOH GR H[KLELW ORVV DYHUVLRQ DQG LI VR DVVHVV LWV
LPSOLFDWLRQV
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
0DUFK 
3HRSOHPDNHGHFLVLRQVEDVHGRQWKHLQFHQWLYHVWKH\IDFHWKH\ZHLJKXSWKHEHQHILWVDQGWKHFRVWVRI
XQGHUWDNLQJDQDFWLRQFRPSDUHWKHWZRDQGDFWDSSURSULDWHO\,ISHRSOHDUHORVVDYHUVHWKH\HYDOXDWH
JDLQVDQGORVVHVGLIIHUHQWO\ZKLFKPHDQVWKH\IDFHGLIIHUHQWLQFHQWLYHVLQWKHGRPDLQRIORVVHVWRWKRVH
LQ WKH GRPDLQ RI JDLQV WKH LQFHQWLYHV WR DYRLG ORVVHV DUH VKDUSHU %\ DOWHULQJ WKH GHFLVLRQPDNLQJ
HQYLURQPHQW LQDZD\ WKDW FKDQJHV WKH UHIHUHQFHSRLQW SHRSOH FDQEHH[SRVHG WR ORVVHVZKLFKPD\
FRQVHTXHQWO\ OHDG WKHP WR FKDQJH WKHLU EHKDYLRXU $V VXFK LI SHRSOH DUH ORVV DYHUVH WKH µFKRLFH
DUFKLWHFWXUH¶ZLWKLQZKLFKGHFLVLRQVDUHPDGHPD\PDWWHUIRUWKHGHFLVLRQVWKDWDUHWDNHQ
µ'ULSSULFLQJ¶LVRQHH[DPSOHRIFRPSDQLHVWU\LQJWRLQIOXHQFHUHIHUHQFHSRLQWVWKDWUHFHQWO\FRPPDQGHG
WKHDWWHQWLRQRIDQ2IILFHRI)DLU7UDGLQJ5HSRUW2)7'ULSSULFLQJLQYROYHVWKHEX\HUQRWVHHLQJ
WKHWRWDOSULFHIRUDJRRGZKHQPDNLQJDSXUFKDVHGHFLVLRQDEDVHSULFHLVDXJPHQWHGZLWKDGGLWLRQDO
FKDUJHVEHIRUHWKHSXUFKDVHFDQEHPDGHIRUH[DPSOHDLUOLQHWLFNHWVZLWKFRPSXOVRU\GHELWDQGFUHGLW
FDUGIHHVRUWKHDWUHDQGFRQFHUWERRNLQJIHHV$QH[SHULHQFHGFRQVXPHUREH\LQJWKHDVVXPSWLRQVRI
homo economicusZRXOGVHHWKURXJKVXFKSULFLQJDQGPDNHGHFLVLRQVEDVHGRQWKHWRWDOSULFH)RUD
ORVVDYHUVHFRQVXPHURQFHWKH\KDYHPDGHWKHGHFLVLRQWRPDNHDSXUFKDVHWKHLUGHFLVLRQVKLIWVWKHLU
UHIHUHQFHSRLQWVXEVHTXHQWO\SXOOLQJRXWRIWKHSXUFKDVHZRXOGLPSO\DORVVWKDWWKHFRQVXPHULVNHHQ
WRDYRLGPDNLQJWKHPPRUHZLOOLQJWRSD\WKHDGGLWLRQDOFKDUJHVWKDQWKH\ZRXOGEHEHIRUHWKH\PDGH
WKHGHFLVLRQWRSXUFKDVH/RJLFDOO\FRQVXPHUVZKRDUHVXEMHFWHGWRGULSSULFLQJPD\HQGXSSD\LQJD
WRWDOSULFHIRUWKHJRRGWKDWLVPRUHWKDQWKH\ZRXOGKDYHFKRVHQWRSD\KDGWKHWRWDOSULFHEHHQFLWHG
EHIRUHWKHLUSXUFKDVHGHFLVLRQZDVPDGH
)RU IXUWKHULOOXVWUDWLRQDUHFHQWVWXG\FRQVLGHUVWKHHIIHFWRIDSSHDOLQJWR ORVVDYHUVLRQZKHQWU\LQJWR
LQFHQWLYLVHWHDFKHUVWREHPRUHHIILFDFLRXV)U\HUHWDO:KLOVWILQDQFLDOUHZDUGVIROORZLQJJRRG
SHUIRUPDQFH KDG QR HIIHFW RQ WHDFKHU SHUIRUPDQFH ZKHQ WHDFKHUV ZHUH SDLG XS IURQW DQG DVNHG WR
UHWXUQ WKHPRQH\ LI WKHLU VWXGHQWVXQGHUSHUIRUPHG VWXGHQWV DFKLHYHG VLJQLILFDQWO\ EHWWHU UHVXOWV LQD
WHVW
/DWHUGHYHORSPHQWVRIPRGHOVRIUHIHUHQFHGHSHQGHQWSUHIHUHQFHVKDYHDOORZHGWKHUHIHUHQFHSRLQWWR
EH LQIOXHQFHG E\ YDULRXV IHDWXUHV RI WKH HQYLURQPHQW LQ ZKLFK GHFLVLRQV DUH PDGH IRU H[DPSOH E\
H[SHFWDWLRQV 6KDOHY .RV]HJLDQG5DELQ  DQGE\ WKHRXWFRPHDFKLHYHGE\D UHIHUHQFH
JURXSHJ&DUGHWDO7KLVKDVIXUWKHULPSOLFDWLRQVIRUEHKDYLRXUDQGSROLF\)RUH[DPSOHZKDW
VHHPVOLNHLQQRFXRXVEHKDYLRXUE\ILUPVPLJKWKDYHQRQREYLRXVFRQVHTXHQFHV,IDILUPRIIHUVDJRRG
DWDVDOHSULFHWKLVPLJKWDFWWRPDQLSXODWHDFRQVXPHU¶VIXWXUHZLOOLQJQHVVWRSD\LIWKH\EX\DWWKHVDOH
SULFHDQG WKHLU H[SHFWDWLRQVDERXW FRQVXPSWLRQDUH LQIOXHQFHGE\ZKDW WKH\ FRQVXPH7KH UHDVRQ LV
WKDWLIDWWKHQH[WSXUFKDVHRSSRUWXQLW\WKHFRQVXPHUGRHVQRWFRQVXPHWKHJRRGWKH\ZLOOVXIIHUDORVV
UHODWLYHWRWKHLUH[SHFWDWLRQVVRDUHZLOOLQJWRSD\DKLJKHUSULFHWRDYRLGWKHORVVWKHLUZLOOLQJQHVVWRSD\
KDVLQFUHDVHGSHUKDSVWRDOHYHOWKDWH[FHHGVWKHUHJXODUSULFH+HLGKXHVDQG.RV]HJL$IXUWKHU
H[DPSOH FRQFHUQV DVSLUDWLRQV WKDW FDQ EH LQIOXHQFHG E\ WKH UHIHUHQFH JURXS WR ZKLFK LQGLYLGXDOV
FRPSDUHWKHPVHOYHV,IDSHUVRQ¶VUHIHUHQFHSRLQW LVLQIOXHQFHGE\WKRVHDURXQGKHUDQGWKDWJURXSLV
FXUUHQWO\ HQMR\LQJ EHWWHU RXWFRPHV WKDQ WKH LQGLYLGXDO WKHQ E\ UHPDLQLQJ LQ KHU FXUUHQW VWDWH WKH
LQGLYLGXDO ZRXOG EH VXIIHULQJ D ORVV UHODWLYH WR KHU DVSLUDWLRQV 6LQFH UHDOLVLQJ WKLV ORVV ZRXOG JLYH
                                                        
)RUWKHUHDGHULQWHUHVWHGLQFRPSHWLWLRQLVVXHVWKHUHLVDIXUWKHU2)7VXUYH\RQFRQVXPHUEHKDYLRXUDOELDVHVLQ
FRPSHWLWLRQ2)7
)ROORZLQJDVLPLODUORJLFWKHZHEVLWH6WLFN.FRPDOORZVXVHUVWRH[SRVHWKHPVHOYHVWRERWKPRQHWDU\ORVVHVDQG
VRFLDOSUHVVXUHZLWKWKHDLPRIKHOSLQJSHRSOHDFKLHYHWKHLUJRDOVVLPSOHEXWHIIHFWLYH
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
0DUFK 
VXEVWDQWLDOGLVSOHDVXUHVKHIDFHVDVKDUSLQFHQWLYHWRDFKLHYHKHUDVSLUDWLRQV$VVXFKLWLVPRUHOLNHO\
WKDWORZHUSHUIRUPLQJJURXSVZLOOPDNHDFKLHYHPHQWVLIWKH\DUHH[SRVHGWRLQIOXHQFHVWKDWFDXVHWKHP
WRDVSLUHWRPRUH
7KHLPSOLFDWLRQVRIORVVDYHUVLRQIRUEHKDYLRXUDQGWKHUHIRUHSROLF\DUHQXPHURXVDQGYDULHG7KHORQJ
WHUPFRQVHTXHQFHV RI SROLF\ LQWHUYHQWLRQV VKRXOG EH ERUQH LQ PLQG KRZHYHU EHFDXVH ORVVDYHUVLRQ
LPSOLHVWKHUHPD\EHDQDV\PPHWULFUHVSRQVHWRWKHLQWURGXFWLRQDQGHOLPLQDWLRQRISROLF\PHDVXUHVLI
WKRVHSROLF\PHDVXUHVJHQHUDWHHQWLWOHPHQWHIIHFWVWKDWJHWLQFRUSRUDWHGLQWRUHIHUHQFHSRLQWVDVPLJKW
FRQFHLYDEO\EHWKHFDVHZLWKFKDQJHVWRPLQLPXPZDJHV)HKUHWDO
III Present-biased preferences: the best laid plans; what happens ‘when tomorrow comes’  
:HQRZWXUQWRGLVFXVVLQWHUWHPSRUDOGHFLVLRQPDNLQJLQZKLFKWKHFRQVHTXHQFHVRIDGHFLVLRQRFFXU
LQPXOWLSOHSHULRGV:KHQRXWFRPHVRFFXURYHU WLPHHFRQRPLVWVGLVFRXQW WKRVHLQ WKHIXWXUHWRUHIOHFW
WKH LGHD WKDW SHRSOHDUH LPSDWLHQW RWKHU WKLQJVEHLQJHTXDO SHRSOHSUHIHU WR UHFHLYH UHZDUGVVRRQHU
UDWKHUWKDQODWHU7KHVWDQGDUGµGLVFRXQWHGXWLOLW\PRGHO¶SURVFULEHVWKDWWKHSUHVHQWGLVFRXQWHGXWLOLW\RI
DVWUHDPRIRXWFRPHVRFFXUULQJEHWZHHQQRZDQGWLPHSHULRGTLVݑ(ݔ଴) + ߜݑ(ݔଵ) + ߜଶݑ(ݔଶ) + ڮ+ ߜ்ݑ(ݔ்) 

$QLQGLYLGXDO¶VGLVFRXQWIDFWRULVߜ ൑ 1SDWLHQWLQGLYLGXDOVKDYHODUJHGLVFRXQWIDFWRUVDQGGRQ¶WGLVFRXQW
WKH IXWXUH WRRKHDYLO\ LPSDWLHQW LQGLYLGXDOVKDYHVPDOOGLVFRXQW IDFWRUVVRRXWFRPHV WKDWRFFXU LQ WKH
IXWXUHDUHKHDYLO\GLVFRXQWHG5HJDUGOHVVRIWKHOHYHORILPSDWLHQFHWKHGLVFRXQWIDFWRUIRUVRPHSHULRGt
LVߜ௧ZKLFKLVVPDOOHUWKHODUJHULVtRXWFRPHVIDUWKHULQWRWKHIXWXUHDUHPRUHKHDYLO\GLVFRXQWHG$NH\
IHDWXUHRIWKLVPRGHOLVWKDWWKHDGGLWLRQDOLPSDWLHQFHEHWZHHQDQ\WZRFRQVHFXWLYHSHULRGVLVWKHVDPH
UHJDUGOHVVRIWKHWLPHKRUL]RQIRUH[DPSOHWKHGLVFRXQWIDFWRUDSSOLHGWRGD\LVQRGLVFRXQWLQJDQG
WKDWLQWKHIROORZLQJSHULRGLVߜWKHDGGLWLRQDOGLVFRXQWDSSOLHGLVߜ/1 = ߜWKHGLVFRXQWIDFWRUSHULRGV
KHQFHLVߜ଻DQGSHULRGVKHQFHLVߜ଼WKHDGGLWLRQDOGLVFRXQWDSSOLHGWRWKHODWHUSHULRGLVߜ଼/ߜ଻ = ߜ
$ IHDWXUH RI UHDOOLIH GHFLVLRQ PDNLQJ LV WKDW PDQ\ SHRSOH H[KLELW D SUHVHQW ELDV ZKHQ FRQVLGHULQJ
GHFLVLRQV DW VKRUW WLPH KRUL]RQV WKDW LQYROYH WKH SUHVHQW SHRSOH WHQG WR H[KLELW D KLJK GHJUHH RI
LPSDWLHQFH EXW ZKHQ WKLQNLQJ DERXW FRQVHTXHQFHV DW ORQJ WLPH KRUL]RQV SHRSOH WHQG WR EH OHVV
LPSDWLHQW$QH[DPSOHZLOOKHOSWR LOOXVWUDWH:KHQDVNHGZKHWKHU WKH\ZRXOGFKRRVHWRUHFHLYH
QRZ RU  QH[W ZHHN SHRSOH RIWHQ FKRRVH WKH µVPDOOHU VRRQHU¶ UHZDUG UHYHDOLQJ WKDW WKH\ DUH
UHODWLYHO\LPSDWLHQWDWVKRUWWLPHKRUL]RQVZKHQDVNHGZKHWKHUWKH\ZRXOGSUHIHULQ\HDURU
LQ\HDUDQGZHHNVHSDUDWHGE\WKHVDPHDPRXQWRIWLPHDVWKHILUVWFKRLFHSHRSOHWHQGWRFKRRVH
WKHµODUJHUODWHU¶UHZDUG+RZHYHU LILQZHHNVLVSUHIHUUHGWRLQZHHNVWKHQߜହଷ110 >ߜହଶ100ߜLV WKHZHHNO\GLVFRXQW IDFWRU LQ WKLVH[DPSOHVRߜ > 10/11EXW LIQRZ LVSUHIHUUHG WR
QH[WZHHNWKHQ100 > ߜ110VRߜ < 10/11%XWLQWKHVWDQGDUGGLVFRXQWHGXWLOLW\PRGHOLQGLYLGXDOV
KDYH D VLQJOH GLVFRXQW IDFWRU WKDW LV PHDQW WR FDSWXUH WKHLU WLPH SUHIHUHQFHV VXFK EHKDYLRXU LV
LQFRQVLVWHQWZLWKWKHVWDQGDUGPRGHO
                                                        
*HQLFRWDQG5D\XQGHUWDNHDFDUHIXODQDO\VLVRIDVSLUDWLRQVLQUHODWLRQWRDJJUHJDWHRXWFRPHVDQGLQ
SDUWLFXODUFRQVLGHUWKHHIIHFWRQLQHTXDOLW\RIRQO\PRGHUDWHDVSLUDWLRQVEHLQJHIIHFWLYHLQLQFHQWLYLVLQJSHRSOHWR
DFKLHYHPRUHGXHWRGLPLQLVKLQJVHQVLWLYLW\LQWKHJDLQORVVYDOXHIXQFWLRQ 
)UHGHULFNHWDOGLVFXVVWKHERG\RIHYLGHQFHWKDWVXSSRUWVWKLVLGHD
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
0DUFK 
7KLVSDWWHUQRIEHKDYLRXULVDQH[DPSOHRIµWLPHLQFRQVLVWHQF\¶EHFDXVHDQLQGLYLGXDOWKDWPDNHVVXFK
FKRLFHVZRXOGSODQWKDWLQD\HDU¶VWLPHWKH\ZRXOGZDLWDQGWDNHWKHµODUJHUODWHU¶UHZDUGKRZHYHUDIWHU
WKHSDVVDJHRID\HDULIDVNHGWKHVDPHTXHVWLRQDJDLQWKH\ZRXOGFKRRVHWRWDNHWKHµVPDOOHUVRRQHU¶
UHZDUGVLQFHWKDWLVZKDW WKH\ZRXOGFKRRVHQRZ:KDWVHHPVWREHWKHFDVHLV WKDW IRUGHFLVLRQVDW
VKRUW WLPHKRUL]RQV DQGSDUWLFXODUO\ IRU GHFLVLRQV WKDW LQYROYH WKHSUHVHQW SHRSOHDUHPRUH LPSDWLHQW
WKDQ WKH\ DUH DW ORQJHU WLPH KRUL]RQV ,QGLYLGXDOV H[KLELW D µSUHVHQW ELDV¶ WKDW JLYHV ULVH WR WKH WLPH
LQFRQVLVWHQF\ SODQV FDQ EH PDGH DW ORQJ WLPH KRUL]RQV EXW ZKHQ LW DFWXDOO\ FRPHV WR PDNLQJ WKH
GHFLVLRQWRHQDFWWKDWSODQDIWHUWKHSDVVDJHRIWLPHWKLVKDSSHQVLQWKHSUHVHQWDQGWKHHYDOXDWLRQRI
WKDWGHFLVLRQFKDQJHV
7R WU\ WR FDSWXUH WKLV SUHVHQW ELDV EHKDYLRXUDO HFRQRPLVWV KDYH WXUQHG WR DOWHUQDWLYH PRGHOV RI
GLVFRXQWLQJIRU WLPH3HUKDSVWKHPRVWDSSHDOLQJEHFDXVHRI LWVVLPSOLFLW\ LV/DLEVRQ¶V ¶TXDVL
K\SHUEROLF¶GLVFRXQWLQJPRGHO7KLVLQWURGXFHVDVLQJOHDGGLWLRQDOSDUDPHWHUߚ ൑ 1LQWRWKHGLVFRXQWLQJ
PRGHOWKDWORZHUVWKHZHLJKWRIDOOSHULRGVLQWKHIXWXUHE\FKDQJLQJWKHGLVFRXQWDSSOLHGWRDQ\SHULRGݐ ൒ 1IURPߜ௧WRߚߜ௧SXWDQRWKHUZD\ LW LQFUHDVHV WKH UHODWLYHZHLJKWDWWDFKHG WR WKHSUHVHQW8QGHU
VRFDOOHG(ߚ, ߜ) െSUHIHUHQFHVWKHSUHVHQWGLVFRXQWHGXWLOLW\RIWKHVDPHVWUHDPRIRXWFRPHVFRQVLGHUHG
DERYHLV
 ݑ(ݔ଴) + ߚߜݑ(ݔଵ) + ߚߜଶݑ(ݔଶ) + ڮ+ ߚߜ்ݑ(ݔ்)
 
7KLVLVDUHDOO\VLPSOHEXWYHU\FOHYHUPRGLILFDWLRQVLQFHLWFDSWXUHVWKHSUHVHQWELDVWKDWJLYHVULVHWR
WLPHLQFRQVLVWHQF\LQDVLQJOHSUHVHQWELDVSDUDPHWHUߚ
7DNHWKHH[DPSOHXVHGSUHYLRXVO\ LIDQLQGLYLGXDOSUHIHUVLQZHHNVWRLQZHHNVWKHQߚߜହଷ110 > ߚߜହଶ100VRߜ > 10/11WKHߚV FDQFHO ,I  LV FKRVHQ QRZ RYHU  LQ  ZHHN WKHQ
100 > ߚߜ110ZKLFKLVFRQVLVWHQWZLWKߜ > 10/11VRORQJDVߚLVVXIILFLHQWO\VPDOOLHWKHUHLVDVWURQJ
HQRXJKSUHVHQWELDVWRSUHIHUHQFHV%\FDSWXULQJSUHVHQWELDVTXDVLK\SHUEROLFGLVFRXQWLQJDOORZVXVWR
XQGHUVWDQGWKHH[WHQWWRZKLFKSHRSOHPLJKWSODQWRGRWKLQJV³LQRQH\HDU,ZLOOZDLWDQRWKHUZHHNWR
JHW´EXWWKHQUHQHJHRQWKRVHSODQVDIWHUWKHSDVVDJHRIWLPHZKHQRQH\HDUKDVSDVVHG³,ZDQW
QRZ´
7KHEHKDYLRXUDOLQVLJKWRISUHVHQWELDVZKLFKLPSOLHVWLPHLQFRQVLVWHQF\DQGLVFDSWXUHGE\WKHTXDVL
K\SHUEROLFGLVFRXQWLQJPRGHOLVLPSRUWDQWEHFDXVHLWFDQH[SODLQWKHPHFKDQLVPWKURXJKZKLFKSHRSOH
VXIIHUIURPVHOIFRQWUROSUREOHPVWKDWDUHDVVRFLDWHGZLWKWKHEHKDYLRXUVRIµprocrastination’SXWWLQJRII
XQWLO ODWHU D FRVWO\ DFWLYLW\ DQG µprepropriation’ EULQJLQJ IRUZDUG UHZDUGLQJ DFWLYLWLHV IRU LQVWDQW
JUDWLILFDWLRQ 7R VHH WKLV FRQVLGHU D FRVWO\ DFWLYLW\ WKDW EULQJV VXEVHTXHQW EHQHILWV VXFK DV
H[HUFLVLQJ WKHFRVW LVcDQG WKHEHQHILWZKLFK LV UHFHLYHG LQ WKH IROORZLQJSHULRG LVb$Q LQGLYLGXDO
ZKHQSODQQLQJWRGRH[HUFLVHLQVD\GD\V¶WLPHZLOOGRVRLIWKHDSSURSULDWHO\GLVFRXQWHGFRVWLVOHVV
WKDQWKHEHQHILWLH LIߚߜହܿ < ߚߜ଺ܾZKLFKZLOOEHWKHFDVHVRORQJDVWKHEHQHILWLVVXIILFLHQWO\JUHDWHU
WKDQWKHFRVWDQGWKHLQGLYLGXDOLVQRWWRRLPSDWLHQWܿ < ߜܾ+RZHYHUDIWHUWKHSDVVDJHRIGD\VZKHQ
LWDFWXDOO\FRPHVWRGRLQJWKHH[HUFLVHWKHFRVWWREHLQFXUUHGRQWKDWGD\LVSDUWLFXODUO\VDOLHQWDQGWKH\
                                                        
$GLIIHUHQWDSSURDFKWRPRGHOOLQJSUHVHQWELDVHGSUHIHUHQFHVFRQVLGHUVLQGLYLGXDOVDVKDYLQJGXDOVHOYHV±DORQJ
WHUPSODQQLQJVHOIDQGDVHTXHQFHRIVKRUWWHUPGHFLVLRQPDNLQJVHOYHV±VHH)XGHQEHUJDQG/HYLQH 
7KHQRWDWLRQRI'HOOD9LJQDLVIROORZHGLQWKLVGLVFXVVLRQ
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
0DUFK 
ZLOOH[HUFLVHRQO\ LIܿ < ߚߜܾ ,I WKH LQGLYLGXDOVXIIHUV IURPDSUHVHQWELDVDQGߚ < 1LWPD\YHU\ZHOOEH
WKH FDVH WKDW ZKLOVWܿ < ߜܾLPSO\LQJ WKH LQGLYLGXDO SODQV WR GR H[HUFLVHܿ > ߚߜܾVR ZKHQ WKH SODQQHG
H[HUFLVHGD\DUULYHVWKH\FKRRVHQRWWR
3HRSOHZLWKDSUHVHQWELDVSODQWRGRWKLQJVWKDWVXEVHTXHQWO\GRQ
WJHWGRQH WKH\VXIIHU IURPDVHOI
FRQWUROSUREOHP:KHQLWFRPHVWRFDUU\LQJRXWWKHSODQFRVWVPXVWEHLQFXUUHGQRZDQGZKLOVWWKHUH
DUH VXEVHTXHQW EHQHILWV WKH VDOLHQFH RI WKH FRVW GXH WR WKH SUHVHQW ELDV PHDQV WKH EHQHILWPD\ EH
LQVXIILFLHQWWRPRWLYDWHWKHPWRGRLWHYHQLIWKH\SODQQHGWR3HRSOHSURFUDVWLQDWHWKH\SXWRIIXQWLOODWHU
VRPHWKLQJWKDWVKRXOGLQWKHLUORQJWHUPLQWHUHVWVEHGRQHWRGD\
7KHH[WHQW WRZKLFKSHRSOHXQGHUVWDQG WKHLU VHOIFRQWUROSUREOHPVFDQEHFDSWXUHGE\FRQVLGHULQJDQ
LQGLYLGXDO¶V SHUFHSWLRQ RI WKHLU WUXH SUHVHQW ELDVߚመ ൒ ߚ 6RPHRQH LV VDLG WR EH VRSKLVWLFDWHG LI WKH\
SHUIHFWO\XQGHUVWDQGWKHLUSUHVHQWELDVDQGVXEVHTXHQWVHOIFRQWUROSUREOHPLHߚመ = ߚDQGLVVDLGWR
EHSDUWLDOO\QDwYHLIWKH\RYHUHVWLPDWHWKHLUVHOIFRQWUROߚመ > ߚ$VRSKLVWLFDWHGLQGLYLGXDOXQGHUVWDQGV
WKDW WKH\KDYHDVHOIFRQWUROSUREOHPDQGZLOOQRWEHVXUSULVHGZKHQ WKH\VXEVHTXHQWO\SURFUDVWLQDWH
1DwYH LQGLYLGXDOV ZLOO EH VXUSULVHG LQ VRPH FLUFXPVWDQFHV WKH\ ZLOO PDNH SODQV IXOO\ DQWLFLSDWLQJ
IROORZLQJWKHPWKURXJKQRWUHFRJQLVLQJWKDWWKH\RYHUHVWLPDWHGWKHLUDELOLW\WRVWD\LQFRQWURO
,Q DQ LQWHUHVWLQJ VWXG\ E\ 'HOOD9LJQD DQG 0DOPHQGLHU  WKH J\P DWWHQGDQFH SDWWHUQV DPRQJ
PHPEHUVRIKHDOWKFOXEVLQWKH86ZHUHFRQVLGHUHG'HVSLWHWKHUHEHLQJDSD\DV\RXJRPHPEHUVKLS
RSWLRQ WKH ex post DYHUDJH SULFH SHU YLVLW RI PHPEHUV ZKR VLJQHG XS WR D PRQWKO\ FRQWUDFW ZDV
VXEVWDQWLDOO\KLJKHUWKDQWKHSD\SHUYLVLWIHH7KLVVXJJHVWVWKDWDWWKHSODQQLQJSKDVHZKHQGHFLGLQJ
ZKLFKFRQWUDFWWRSXUFKDVHPHPEHUVRYHUHVWLPDWHWKHLUJ\PXVDJHFRQVLVWHQWZLWKSHRSOHH[KLELWLQJ
SUHVHQWELDVHGSUHIHUHQFHVDQGEHLQJSDUWLDOO\QDwYHWRWKHLUVHOIFRQWUROSUREOHP
%\ DFFRXQWLQJ IRU SUHVHQW ELDV LQHFRQRPLF PRGHOV ZH FDQ XQGHUVWDQGDQGEHJLQ WR WKLQNDERXW WKH
FRQVHTXHQFHV RI SURFUDVWLQDWLRQ 2QH IDLUO\ REYLRXV FRQVHTXHQFH LV WKDW LI SHRSOH DUH IDFHG ZLWK D
GHFLVLRQSUREOHPLQZKLFKDFKRLFHKDVWREHPDGHWKH\PD\SURFUDVWLQDWHRYHUPDNLQJDGHFLVLRQHYHQ
WKRXJK WKH WUDQVDFWLRQ FRVW LV VPDOO DQG WKHUH DUH VXEVWDQWLDO VXEVHTXHQW EHQHILWV IURP PDNLQJ D
GHFLVLRQVXFKDVMRLQLQJDSHQVLRQVFKHPH7KLV LPSOLHVWKDWGHIDXOWRSWLRQVIRUGHFLVLRQVZLOOPDWWHU
DQGWKDWFDUHIXOFRQVLGHUDWLRQVKRXOGEHJLYHQWRZKDWWKHGHIDXOWRSWLRQLV,QDQHDUO\VWXG\RISHQVLRQ
FKRLFHV 0DGULDQ DQG 6KHD  FRQVLGHUHG WKH HIIHFW RI DQ RSWRXW V\VWHP ZLWK D GHIDXOW VDYLQJ
SODQUDWKHUWKDQDQRSWLQV\VWHPXQGHUWKHRSWRXWV\VWHPMRLQHGLPPHGLDWHO\DQGDIWHU
\HDUVZKHUHDVZLWKWKHRSWLQV\VWHPRQO\MRLQHGDIWHUPRQWKVDQGDIWHU\HDUV7KDOHUDQG
6XQVWHLQLQWKHLUERRNNudgeFKDPSLRQWKHLGHDRIGHIDXOWRSWLRQVDVDVLPSOHDOPRVWFRVWOHVV
SROLF\ WZHDN WKDW FDQKDYHGUDPDWLFHIIHFWV DQG WKHUH LVD VLJQLILFDQW ERG\RIHYLGHQFH LQ WKH UHFHQW
OLWHUDWXUHWRVXJJHVWWKDWWKLVLVVR
%\ D VLPLODU ORJLF WR WKH LGHD EHKLQG SURFUDVWLQDWLRQ SHRSOH PD\DOVR HQJDJH LQHQMR\LQJ WKH LQVWDQW
JUDWLILFDWLRQRIDSOHDVXUDEOHDFWLYLW\WKDWJLYHVULVHWRVXEVHTXHQWFRVWVHYHQWKRXJKWKH\SODQQRWWRGR
VRLHWKH\SUHSURSULDWHUHZDUGV,WVHHPVWKHQUDWKHUVXUSULVLQJWKDWWKH8.*RYHUQPHQWLQWKH
%XGJHW DQQRXQFHG IOH[LELOLW\ IRU SHQVLRQHUV LQ UHVSHFW RI WKHLU UHWLUHPHQW VDYLQJV DOORZLQJ WKHP WR
ZLWKGUDZ WKHLU SHQVLRQ SRW XSRQ UHWLUHPHQW $OO YHU\ OLEHUWDULDQ EXW ZKLOVW SHQVLRQHUVPD\ plan WR EH
VHQVLEOH ZLWK WKHLU PRQH\ DW WKH SRLQW RI UHWLUHPHQW ZKHQ LW FRPHV WR DFWLQJ RQ WKHLU SODQ WKH\ ZLOO
UHTXLUHJUHDWVWUHQJWKRIZLOOWKHWHPSWDWLRQWRSUHSURSULDWHIRULQVWDQWJUDWLILFDWLRQLVFOHDUDQGSUHVHQW
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
0DUFK 
)RU LQVWDQFH D UHFHQW VWXG\ OLQNLQJ WKH OHYHO RI FUHGLW FDUGERUURZLQJZLWKSUHVHQW ELDVVXJJHVWV WKDW
SHRSOHZLWKSUHVHQWELDVGRSUHSURSULDWHFRQVXPSWLRQPRUHVR LI WKHLUSUHVHQWELDV LVVWURQJHU 0HLHU
DQG 6SUHQJHU  8QGHUVWDQGLQJ WKH H[WHQW RI SHRSOH¶V SUHVHQW ELDV WKURXJK WKH OHQV RI D PRGHO
LQFRUSRUDWLQJTXDVLK\SHUEROLFGLVFRXQWLQJFRXOGDOORZHFRQRPLVWVWRSUHGLFWWKHDGGLWLRQDOVSHQGLQJWKDW
ZLOO WDNHSODFHDURXQG UHWLUHPHQWDQG WKHVXEVHTXHQWJDS LQ LQFRPH WKDWPD\HPHUJH LQ ODWHU\HDUV
6XFKDQDO\VLVVKRXOGFHUWDLQO\EHERUQH LQPLQGE\SROLF\PDNHUVZKHQDVVHVVLQJ WKH LPSOLFDWLRQVRI
VXFK UDGLFDOSROLF\FKDQJHV LQ IRUH[DPSOHSHQVLRQDUUDQJHPHQWV±HVSHFLDOO\DVDQ\ IXWXUH LQFRPH
VKRUWIDOOVPD\LQDOOOLNHOLKRRGEHERUQHLQSDUWE\WKH6WDWH
$IXUWKHUSRLQWRIFRQVLGHUDWLRQIRUSROLF\PDNHUVWREHDU LQPLQGUHODWHVWRFRPPLWPHQW,ISHRSOHDUH
VXIILFLHQWO\DZDUHWKDW WKH\VXIIHU IURPDVHOIFRQWUROSUREOHPWKHQDW WKHSODQQLQJVWDJHWKH\ZLOOKDYH
VRPHLGHDWKDW WKH\ZLOOHQJDJHLQSURFUDVWLQDWLRQSUHSURSULDWLRQDW WKHSRLQWRIFDUU\LQJRXWGHFLVLRQV
DQGPLJKWEHDEOH WR WDNHDFWLRQV WRKHOS WKHPVWD\ LQFRQWURO)RUH[DPSOHD ILHOGVWXG\RI VDYLQJV
EHKDYLRXUE\$VKUDIHWDO UHSRUWHGLQDQDSWO\WLWOHGSDSHU³7\LQJ2G\VVHXVWRWKHPDVW´ IRXQG
WKDW VDYLQJV UDWHV RI WKRVH LQGLYLGXDOV RIIHUHG VSHFLDO DFFRXQWV WKDW DOORZHG IRU VRPH FRPPLWPHQW WR
PRQWKO\VDYLQJZHUHVLJQLILFDQWO\KLJKHUWKDQIRULQGLYLGXDOVOHIWWRWKHLURZQGHYLFHV,QUHODWLRQWRJ\P
DWWHQGDQFHGLVFXVVHGHDUOLHUDQRWKHUH[SODQDWLRQLVWKDWSHRSOHEX\DPRQWKO\PHPEHUVKLSWRVLQNWKH
ILQDQFLDOFRVWRIJRLQJWRWKHJ\PWKDWHQFRXUDJHVWKHPWRJRPRUHWKDQWKH\RWKHUZLVHZRXOG,ISHRSOH
DUHSUHVHQWHGZLWKDQRSSRUWXQLW\DWWKHSODQQLQJVWDJHWRHLWKHUWLHWKHLUKDQGVLQUHVSHFWRIWKHLUIXWXUH
GHFLVLRQRU WRDOWHU WKHLU IXWXUH LQFHQWLYHVPDNLQJ LWPRUHIDYRXUDEOHWRFRPSOHWHWKHWDVNWKH\SODQWR
XQGHUWDNHZKHQWKHWLPHDUULYHVLQGLYLGXDOVZKRDUHVXIILFLHQWO\DZDUHRIWKHLUVHOIFRQWUROSUREOHPVFDQ
RYHUFRPHWKHP3URYLGLQJVXFKFRPPLWPHQWRSSRUWXQLWLHV LVDVLPSOHZD\WRKHOSSHRSOHPDNHEHWWHU
GHFLVLRQVWKDWDUHLQWKHLUORQJWHUPLQWHUHVWV 
IV Social Preferences: self-interest or the common good; competition or co-operation? 
(FRQRPLF PRGHOV KDYH WUDGLWLRQDOO\ PDGH WKH DVVXPSWLRQ WKDW LQGLYLGXDOV FDUH RQO\ DERXW WKHLU RZQ
PDWHULDO VHOILQWHUHVW7KHUH LV KRZHYHU DERG\RIFRQYLQFLQJHYLGHQFHVXJJHVWLQJ WKDWVRPHSHRSOH
FDUH DERXW PRUH WKDQ VLPSO\ WKHPVHOYHV%HKDYLRXUDO HFRQRPLVWV KDYH ZRUNHG WR FDSWXUH WKLV E\
FRQVLGHULQJLQDGGLWLRQWRPDWHULDOVHOILQWHUHVWµRWKHUUHJDUGLQJHOHPHQWV¶WRSUHIHUHQFHV7KHSOHDVXUH
VRPHRQHGHULYHV IURPDQRXWFRPHGHSHQGVQRWRQO\RQ WKHPDWHULDO YDOXH WR WKDW LQGLYLGXDOEXWKRZ
DFKLHYLQJ WKDWRXWFRPHVLWVZLWKLQDVRFLHWDOFRQWH[W)RUH[DPSOHSHRSOHPLJKWGHULYHSOHDVXUH IURP
DFWVRIDOWUXLVPRUGLVSOHDVXUHIURPWDNLQJDFWLRQVWKDWOHDGWRLQFUHDVHGLQHTXDOLW\RUWKDWFRQWUDVWZLWK
DFFHSWHGQRUPVRIEHKDYLRXU7KHVH LVVXHVDQGWKHLU LPSOLFDWLRQVDUHSHUKDSVPRVWHDVLO\ LOOXVWUDWHG
XVLQJ WKH µXOWLPDWXP JDPH¶ *WK HW DO  ,Q WKH XOWLPDWXP JDPH WKHUH DUH WZR LQGLYLGXDOV D
SURSRVHUDQGDUHVSRQGHUWKHSURSRVHULVJLYHQDµSLH¶HJDQDPRXQWRIPRQH\DQGKDVWRPDNHDQ
RIIHURIDVKDUHRI WKLVSLH WR WKH UHVSRQGHU WKH UHVSRQGHU WKHQKDV WRGHFLGHZKHWKHU WRDFFHSW WKLV
VKDUHLQZKLFKFDVHWKHSURSRVHUDQGUHVSRQGHUOHDYHZLWKWKHVXJJHVWHGVKDUHVRUUHMHFWLWLQZKLFK
FDVHERWKOHDYHZLWKQRWKLQJSOD\HUVNQRZWKHUXOHVEHIRUHSOD\EHJLQV8QGHUWKH6(0WKHUHVSRQGHU
VKRXOGDFFHSWDQ\VKDUHQRPDWWHUKRZVPDOOWKHSURSRVHUVKRXOGUHDVRQWKDWWKLVLVWKHFDVHDQGVR
VKRXOG RIIHU D WLQ\ VKDUH RI WKH SLH UHWDLQLQJ WKH YDVW PDMRULW\ IRU KHUVHOI DQG WKH UHVSRQGHU VKRXOG
DFFHSW
                                                        
7KLVOLWHUDWXUHLVWRRYDVWWRVXUYH\KHUH)HKUDQG)LVFKEDFKHUJLYHDJRRGRYHUYLHZ
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
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,QJHQHUDOWKLVLVIDUIURPZKDWLVREVHUYHGZKHQWKHXOWLPDWXPJDPHLVSOD\HGLQH[SHULPHQWDOVHWWLQJV
VHH HJ 7KDOHU  3URSRVHUV WHQG WR PDNH VLJQLILFDQW RIIHUV WR UHVSRQGHUV DQG UHVSRQGHUV
VRPHWLPHVUHMHFWVXEVWDQWLDORIIHUV7KLVEHKDYLRXUFDQEHH[SODLQHGLQDQXPEHURIZD\V3URSRVHUV
PD\EHaltruisticDQGGHULYHDµZDUPJORZ¶IURPWKHDFWRIJLYLQJVRPHWKLQJWRWKHUHVSRQGHU$QGUHRQL
WKH\DUHZLOOLQJWRVDFULILFHWKHLUSHUVRQDOPDWHULDOSD\RII WRH[SHULHQFHWKHZDUPJORZ%RWK
SURSRVHUVDQGUHVSRQGHUVPLJKWEHinequity averseUHFHLYLQJPRUHRUOHVVWKDQRWKHUVLQVRFLHW\JLYHV
VRPHGLVXWLOLW\)HKUDQG6FKPLGW7KLVLPSOLHVSHRSOHDUHZLOOLQJWRVDFULILFHWKHLUPDWHULDOSD\RII
WRDFKLHYHPRUHHTXDORXWFRPHVVRSURSRVHUVPD\SURSRVHVXEVWDQWLDOVKDUHVWRHQVXUHWKHRXWFRPH
LV PRUH HTXDO DQG UHVSRQGHUV PLJKW UHMHFW SDUWLFXODUO\ XQHTXDO VKDUHV WR DYRLG LQFUHDVHG LQHTXDOLW\
GHVSLWHIRUHJRLQJWKHVKDUHWKDWZDVRIIHUHG5HVSRQGHUVPLJKWH[KLELWreciprocityVRPHSOHDVXUHLV
JDLQHGE\UHFLSURFDWLQJIDLUEHKDYLRXUZLWKIDLUEHKDYLRXUSRVLWLYHUHFLSURFLW\DQGXQIDLUEHKDYLRXUZLWK
XQIDLUEHKDYLRXUQHJDWLYHUHFLSURFLW\DQGOLNHZLVHGLVSOHDVXUHLVIHOWLIDQLQGLYLGXDOEHKDYHVXQIDLUO\WR
WKRVHWKH\SHUFHLYHKDYHWUHDWHGWKHPIDLUO\DQGYLFHYHUVD5DELQ)DONDQG)LVFKEDFKHU
,IDUHVSRQGHUHQJDJHV LQUHFLSURFLW\DQGVKHMXGJHVWKHSURSRVHU¶VRIIHUWREHXQNLQGVKHPD\UHMHFW
WKH RIIHU VLQFH WKH SOHDVXUH VKH GHULYHV IURP UHFLSURFDWLQJ ZLWK DQ XQNLQG DFW UHMHFWLQJ OHDYHV WKH
SURSRVHUZLWKQRWKLQJLVODUJHUWKDQWKHPDWHULDOSD\RIIIURPDFFHSWDQFHRIWKHVPDOORIIHU)HDULQJWKDW
XQIDLURIIHUVZLOOEHUHMHFWHGWHPSHUVWKHEHKDYLRXURIWKHSURSRVHUVLQFHVKHQHHGVWRHQVXUHKHURIIHU
LVSHUFHLYHGWREHIDLU IRU LWWREHDFFHSWHG%RWKSURSRVHUVDQGUHVSRQGHUVPLJKWEHLQIOXHQFHGE\
VRFLDOQRUPVVHHHJ<RXQJVRPHGLVXWLOLW\ZLOOEH IHOWE\VWUD\LQJIURPZKDW LVGHHPHGE\
VRFLHW\WREHDFFHSWDEOHEHKDYLRXU,IVKDULQJLVDVRFLDOQRUPERWKSURSRVHUVDQGUHVSRQGHUVPD\WDNH
DFWLRQVWRFRQFRUGZLWKWKLVDFFHSWHGEHKDYLRXUSURSRVHUVE\PDNLQJVXEVWDQWLDORIIHUVUHVSRQGHUVE\
UHMHFWLQJLQVXEVWDQWLDORIIHUVHYHQLILWUHGXFHVWKHLUPDWHULDOSD\RII
+DYLQJVXPPDULVHGVRPHRIWKHPDLQLGHDVWKDWEHKDYLRXUDOHFRQRPLVWVKDYHDGYDQFHGLQFRQVLGHULQJ
VRFLDO HOHPHQWV RI EHKDYLRXU ZH QRZ WXUQ WR FRQVLGHU VRPH RI WKH LPSOLFDWLRQV RI WDNLQJ VRFLDO
SUHIHUHQFHVLQWRDFFRXQW%\DFFRXQWLQJIRUWKH LQIOXHQFHRIVXFKPRWLYDWLRQVZHFDQFDSWXUHWKH LGHD
WKDW LQGLYLGXDOV DUH SRWHQWLDOO\ FRQVWUDLQHG LQ WKHLU DFWLRQV E\ D FRPSDULVRQ ZLWK ERWK LQWHUQDO DQG
H[WHUQDOQRUPVRIEHKDYLRXU5HFLSURFLW\DQGVRFLDOQRUPVVHHPSDUWLFXODUO\FRQYLQFLQJH[SODQDWLRQVLI
DQLQGLYLGXDOLVPRWLYDWHGE\UHFLSURFLW\VKHPD\QRWSXUVXHDFWLYLWLHVWKDWDUHLQKHUVHOILQWHUHVWLIWKLV
LQYROYHV EHLQJ XQIDLU WR VRPHRQH ZKR LV SHUFHLYHG WR KDYH DFWHG LQ D IDLU ZD\ DV WKLV YLRODWHV DQ
LQWHUQDOQRUPRIEHKDYLRXU/LNHZLVHLI LQGLYLGXDOVDUHPRWLYDWHGE\VRFLDOQRUPVWKH\PD\QRWSXUVXH
DFWVWKDWDUHLQWKHLUVHOILQWHUHVWLIWKHDFWLRQVFRQWUDVWZLWKZKDWLVEHOLHYHGWREHDFFHSWDEOHEHKDYLRXU
E\VRFLHW\LHH[WHUQDOQRUPV
,W LV XVHIXO DW WKLV SRLQW WR RXWOLQH WZR VFHQDULRV IURP JDPH WKHRU\ WKDW SURYLGH DQ HIIHFWLYH
UHSUHVHQWDWLRQRIPDQ\RIWKHHQYLURQPHQWVHQFRXQWHUHGLQVHWWLQJVZKHUHVRFLDOEHKDYLRXULVLPSRUWDQW
7KHILUVWLVWKHFODVVLFµ3ULVRQHUV
'LOHPPD¶LQZKLFKWZRRUPRUHLQGLYLGXDOVKDYHWRFKRRVHZKHWKHUWR
µFRRSHUDWH¶ RU µGHIHFW¶DOO LQGLYLGXDOV IDFHDPDWHULDO LQFHQWLYH WRGHIHFW UHJDUGOHVVRIZKDW WKH\ WKLQN
RWKHUVZLOOGRDQGZKHQDQ\LQGLYLGXDODFWVLQWKHLURZQEHVWLQWHUHVWVWKH\GRVXEVWDQWLDOKDUPWRRWKHUV
LHWKHUHDUHQHJDWLYHH[WHUQDOLWLHV,I LQGLYLGXDOVSXUVXHWKHLURZQVHOILQWHUHVWWKH\FKRRVHWRGHIHFW
EXWWKHQHDFKZLOOEHGRLQJKDUPWRWKHRWKHUDQGWKHFROOHFWLYHRXWFRPHZLOOEHLQIHULRUWRZKDWFRXOGEH
DFKLHYHG E\ FRRSHUDWLQJ 7KLV LV UHSUHVHQWHG LQ WKH OHIW SDQHO RI )LJXUH  JLYHQ WKH LQFHQWLYHV WKH
HTXLOLEULXPLQYROYHVERWKLQGLYLGXDOVGHIHFWLQJVRHDFKDFKLHYHVDSD\RIIRIHYHQWKRXJKERWKSOD\HUV
FRXOGDFKLHYHDSD\RIIRILIWKH\FRRSHUDWH,QWKHULJKWSDQHORI)LJXUHDVRPHZKDWGLIIHUHQWVFHQDULR
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
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LVFRQVLGHUHGLQZKLFKWKHRQO\FKDQJHLVWKDWWKHSD\RIIIURPGHIHFWLQJZKHQWKHRWKHUFRRSHUDWHVKDV
EHHQUHGXFHGIURPWR7KLVLVDµ6WDJ+XQW¶LQZKLFKHDFKSOD\HUFDQDFKLHYHDUHODWLYHO\ORZSD\RII
UHJDUGOHVV RI ZKDW WKHLU DGYHUVDU\ GRHVE\ GHIHFWLQJ WKHDQDORJ\ LV WR JR KDUH KXQWLQJ D VPDOO EXW
JXDUDQWHHGJDLQODUJHUJDLQVDUHSRVVLEOHE\FRRSHUDWLQJEXWWKH\FDQRQO\EHDFKLHYHGLIbothSOD\HUV
FRRSHUDWH WKH DQDORJ\ LV WR JR VWDJ KXQWLQJ WKH JDLQ LV ODUJH EXW D VWDJ FDQQRW EH FDXJKW VLQJOH
KDQGHGO\)URPDVLWXDWLRQRIPXWXDOFRRSHUDWLRQ WKHUH LVQR LQFHQWLYHIRUDQ\SOD\HU LQWKLVJDPHWR
GHIHFWVRLQFRQWUDVWWRWKHSULVRQHUV¶GLOHPPDPXWXDOFRRSHUDWLRQLVDQHTXLOLEULXP0XWXDOGHIHFWLRQLV
DOVR DQ HTXLOLEULXP VR LQ WKH SDUODQFH RI JDPH WKHRU\ WKHUH LV D FRRUGLQDWLRQ SUREOHP EXW RQH WKDW
VKRXOG EH UHODWLYHO\ VWUDLJKWIRUZDUG WR VROYH VLQFH WKH HTXLOLEULXP LQ ZKLFK SOD\HUV FRRSHUDWH SD\RII
GRPLQDWHVWKDWLQZKLFKWKH\GHIHFWLISHRSOHKDYHVXIILFLHQWFRQILGHQFHWKDWRWKHUVZLOOFRRSHUDWHWKH\
ZLOOFKRRVHWRFRRSHUDWHDVZHOO  
 
Figure 2: A Prisoners’ Dilemma in the left panel, and a Stag Hunt game in the right panel. In each 
game two players A and B decide whether to cooperate or defect. A chooses between the rows 
of the matrix, B the columns. Each cell of the matrix corresponds to a potential outcome, and in 
each cell the payoffs to the two players are listed, the first number being the payoff to player A, 
the second that of player B. 

,Q PDQ\ VFHQDULRV LQ WKH UHDO ZRUOG SXUVXLQJ VHOILQWHUHVW KDUPV WKH FRPPRQ JRRG DQG WKH PDWHULDO
LQFHQWLYHVSHRSOH IDFHFRQFXUZLWK WKRVH LQ WKHSULVRQHUV¶GLOHPPD ,ISHRSOHGRSXUVXH WKHLUPDWHULDO
LQFHQWLYHV WKLV LVDW WKHH[SHQVHRIVRFLHW\ZKLFK OHDYHVVRFLHW\ZLWKDSUREOHP3ULVRQHUV¶GLOHPPD
W\SHVFHQDULRVLPSO\DPDUNHWIDLOXUHWRZKLFKWKHUHVKRXOGEHDQLQVWLWXWLRQDOUHVSRQVHWRHQIRUFHWKH
FRRSHUDWLYH RXWFRPH WR PDNH VRFLHW\ EHWWHU RII GHFLVLRQV VKRXOG EH WDNHQ RXW RI WKH KDQGV RI WKH
PHPEHUVRIVRFLHW\WKURXJKDFWVRIIRUPDOJRYHUQDQFH
+RZHYHU LI ZH WDNH WKH YLHZ WKDW SHRSOH DUHPRWLYDWHGQRW RQO\ E\ PDWHULDO VHOILQWHUHVW EXW DOVR E\
LQWHUQDODQGH[WHUQDOQRUPVRIEHKDYLRXUWKHSLFWXUHLVSHUKDSVURVLHU,QDSULVRQHUV¶GLOHPPDZKHQDQ
LQGLYLGXDO SXUVXHV WKHLU VHOILQWHUHVW E\ GHIHFWLQJ WKH\ GR KDUP WR RWKHUV VLQFH WKHUH DUH QHJDWLYH
H[WHUQDOLWLHV ,I GRLQJ VR FRQIOLFWV ZLWK HLWKHU LQWHUQDO RU H[WHUQDO QRUPV RI EHKDYLRXU WKHUH ZLOO EH D
SV\FKRORJLFDOFRVW7KLVUHGXFHVWKHSD\RIIRIGHIHFWLQJIURPWRVD\3 െ ܿLIWKLVFRVWLVODUJHHQRXJK
WKHRYHUDOOSD\RIIZLOOIDOOVKRUWRILQZKLFKFDVHWKHLQFHQWLYHWRGHIHFWGLVDSSHDUV,IWKHSV\FKRORJLFDO
FRVWH[FHHGVWKHQWKHVWUXFWXUHRIWKHJDPHLQSV\FKRORJLFDOSD\RIIVLVQRWDSULVRQHUV¶GLOHPPDEXWD
VWDJ KXQW LQ ZKLFK WKH FRRSHUDWLYH RXWFRPH LV DQ HTXLOLEULXP 6R ORQJDV WKH PDWHULDO EHQHILWV IURP
GHIHFWLQJ RQ FRRSHUDWLRQ DUH QRW WRR ODUJH DQG WKH SV\FKRORJLFDO FRVW RI GHIHFWLQJ RQ FRRSHUDWLRQ LV
ODUJHHQRXJKPHPEHUVRIVRFLHW\ZLOOILQGLWLQWKHLURZQLQWHUHVWVWRDFWLQWKHEHVWLQWHUHVWVRIVRFLHW\
VRORQJDVWKH\EHOLHYHRWKHUVZLOO,IWKLVLVWKHFDVHWKHQWKHLQVWLWXWLRQDOUHVSRQVHVKRXOGEHWRSURPRWH
FRRSHUDWLRQ E\ VXSSRUWLQJ UHFLSURFLW\ QXUWXULQJ VRFLDO QRUPV DQG FRPPXQLFDWLQJ WKH H[WHQW RI
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
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FRRSHUDWLYH EHKDYLRXU ZKLFK LV D YHU\ GLIIHUHQW UHVSRQVH WR IRUPDO JRYHUQDQFH WKDW UHTXLUHV OHJDO RU
RWKHUIRUPDOVDQFWLRQV
:KHWKHU LQGLYLGXDOVZLOO DFW SURVRFLDOO\ LQVLWXDWLRQV WKDWPDWHULDOO\ ORRN OLNHDSULVRQHUV¶ GLOHPPDEXW
ZKHUHWKHLUDFWLRQVDUHWHPSHUHGE\WKHFRQVWUDLQWVRILQWHUQDODQGH[WHUQDOQRUPVRIEHKDYLRXUGHSHQGV
RQWKHVL]HRIWKHPDWHULDOJDLQDQGWKHSV\FKRORJLFDOFRVWRIGHIHFWLQJDPRQJVWPDQ\RWKHUIDFWRUV,I
SHRSOHDUHXQFRQVWUDLQHGE\VRFLDOSUHIHUHQFHVWKH\ZLOOQHYHUDFWSURVRFLDOO\+RZHYHU LISHRSOHDUH
VXEMHFW WR IDLUQHVVFRQFHUQVHPERGLHG LQ UHFLSURFLW\DQGDUH LQIOXHQFHGE\VRFLDOQRUPV WKDWFRQWUDVW
ZLWKSXUVXLQJVHOILQWHUHVWDWWKHH[SHQVHRIRWKHUVVRFLHW\PD\YHU\ZHOOEHDEOHWREHVHOIUHJXODWLQJ
ZLWKRXWUHFRXUVHWRIRUPDOJRYHUQDQFH)URPDYDVWERG\RIUHVHDUFKLQYHVWLJDWLQJWKLVLVVXHZHKDYH
VRPHXQGHUVWDQGLQJRI WKHGULYHUVEHKLQGSURVRFLDOEHKDYLRXUVHH IRUH[DPSOH2VWURPEXW
WKHUH LVQRZLGHO\DSSOLFDEOHXQLYHUVDOWUXWK ,QVLWXDWLRQVZKHUHSROLF\PDNHUVLGHQWLI\DPDUNHWIDLOXUH
DQGFRQVLGHUDQLQVWLWXWLRQDOUHVSRQVHRIIRUPDOJRYHUQDQFHWKH\VKRXOGDOVRFDUHIXOO\FRQVLGHUZKHWKHU
SHRSOH¶V LQWULQVLFPRWLYDWLRQFDQEHDSSHDOHGWRDQGVWUHQJWKHQHGWRHQDEOHVRFLHW\ WRUHVROYH LWVRZQ
SUREOHPV ZLWKRXW UHFRXUVH WR IRUPDO VDQFWLRQV  ,Q DGGLWLRQ ZKHUH SHRSOH DUH EHKDYLQJ SURVRFLDOO\
SROLF\ PDNHUV VKRXOG EH FDUHIXO QRW LQWURGXFH PDWHULDO PRWLYDWLRQV RU LVVXH LQVWUXFWLRQV RQ KRZ WR
EHKDYH WKDW PD\ µFURZGRXW¶ H[LVWLQJ LQWULQVLF PRWLYDWLRQ DQG KHQFH LQDGYHUWHQWO\ GLVFRXUDJH SHRSOH
IURPEHKDYLQJSURVRFLDOO\)UH\
V Conclusions 
7KHVWDQGDUGHFRQRPLFPRGHOGRHVDJRRG MRERIH[SODLQLQJKRZVRPHSHRSOHEHKDYHDQGJLYHQ LWV
JHQHUDOLW\DQG WUDFWDELOLW\KDVVHUYHGHFRQRPLVWV±DQGVRFLHW\±ZHOO+RZHYHU WKHZHOOGRFXPHQWHG
DQGFRQVLVWHQWHYLGHQFHSRLQWLQJRXWLWVIODZVVKRXOGQRWEHLJQRUHGLIHFRQRPLVWVDUHWRSURYLGHPRUH
DFFXUDWHPRGHOVRIEHKDYLRXUDQGKHQFHKHOSSROLF\PDNHUVGHVLJQSROLF\µWKDWZRUNV¶%\LQFRUSRUDWLQJ
LQVLJKWVIURPSV\FKRORJ\H[SHULPHQWVDQGILHOGREVHUYDWLRQVPRUHDFFXUDWHPRGHOVRIEHKDYLRXUFDQ
EH FRQVWUXFWHG WKDW FDQEHXVHG WREHWWHU XQGHUVWDQGKRZSHRSOHDFW LQHFRQRPLFHQYLURQPHQWVDQG
KRZWKH\PLJKWUHVSRQGWRFKDQJHVLQWKRVHHQYLURQPHQWVWKURXJKSROLF\LQWHUYHQWLRQV
+RZHYHU EHKDYLRXUDO HFRQRPLFV LV QRWZLWKRXW LWVFULWLFVVRPHRIZKRPDUHEHKDYLRXUDO HFRQRPLVWV
WKHPVHOYHVZKRDUHFULWLFDORIVRPHRIWKHPHWKRGRORJLHVXVHGDQGWKHLUFRQVHTXHQWLQVLJKWV7KHUHLV
IRUH[DPSOHFRQFHUQWKDWWKHILQGLQJVIURPH[SHULPHQWVWKDWDUHFRQGXFWHGLQGHFLVLRQODERUDWRULHVDUH
QRWJHQHUDOLVDEOHWRWKHUHDOZRUOGDQGVRRQO\GHGXFWLRQVIURPILHOGVWXGLHVVKRXOGEHXVHGWR LQIRUP
LQVLJKW LQWRKRZSHRSOHDFWXDOO\EHKDYH7KLV LVDKHDOWK\GHEDWH WKDWSURPRWHVKLJKTXDOLW\DFDGHPLF
ZRUNLQEHKDYLRXUDOHFRQRPLFVKHQFHWKHUHDUHDQLQFUHDVLQJQXPEHURIILHOGVWXGLHVDQGWKHLVVXHRI
FRQWUROLQH[SHULPHQWDOVHWWLQJVLVXQGHUSDUWLFXODUVFUXWLQ\
'HYHORSLQJ D EHWWHU XQGHUVWDQGLQJ RI SHRSOH¶V EHKDYLRXU LV FULWLFDOO\ LPSRUWDQW LQ DVVHVVLQJ WKH
HFRQRPLF YDOXH RI SROLF\ LQWHUYHQWLRQV DQG LQ LGHQWLI\LQJ QHZ SROLF\ DSSURDFKHV DQG OHYHUV WKURXJK
ZKLFKFKDQJHFDQEHHQDFWHG$PDLQIRFXVRIWKLVSDSHUKDVEHHQWRH[SODLQWKHHFRQRPLFPRGHOVWKDW
FDSWXUH EHKDYLRXUDO LQVLJKWV EHFDXVH DQ XQGHUVWDQGLQJ RI WKH PHFKDQLVPV DW ZRUN LV FUXFLDO WR
XQGHUVWDQGLQJ WKH LPSRUWDQFH RI WDNLQJ GHSDUWXUHV IURP WKH VWDQGDUG DSSURDFK LQWR DFFRXQW DQG WKH
DSSOLFDELOLW\RILGHDVWRQHZDQGGLIIHUHQWVHWWLQJV
8QLYHUVLW\RI6WUDWKFO\GH_)UDVHURI$OODQGHU,QVWLWXWH(FRQRPLF&RPPHQWDU\ 3ROLF\VHFWLRQ
0DUFK 
%HKDYLRXUDOHFRQRPLFVKDVFHUWDLQO\FRPHRIDJHDVDQDFDGHPLFVXEGLVFLSOLQHLQHFRQRPLFVRYHUWKH
SDVW WZR GHFDGHV  0RVW HQFRXUDJLQJO\ LW KDV H[WHQGHG LWV LQIOXHQFH LQWR D ZLGH YDULHW\ RI FULWLFDOO\
LPSRUWDQW SROLF\ ILHOGV EH WKDW LQ ODERXU PDUNHW SROLF\ VRFLDO SROLF\ SHQVLRQV DQG VDYLQJV SROLF\ RU
FRPSHWLWLRQ SROLF\  *LYHQ LWV UHODWLYHO\ UHFHQW H[LVWHQFH EHKDYLRXUDO HFRQRPLFV KDV D VWURQJ DQG
JURZLQJSUHVHQFHLQWKHDQDO\VLVDQGHYDOXDWLRQRISXEOLFSROLF\LQWKH8.DQGLQWHUQDWLRQDOO\±DQGWKLV
ZLOORQO\JURZDVIXQGDPHQWDOO\PRVWSXEOLFSROLF\LVDERXWHIIHFWLQJFKDQJHLQSHRSOHV¶EHKDYLRXUVDQG
LQVRFLHWDORXWFRPHV
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